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John Hancock Mutual Life Insurance Company 


OF BOSTON, MASS. 
STEPHEN H. RHODES, President. ROLAND O. LAMB, Vice-Pres. and Sec’y. 


sof the John Heneock Mutual Life Insurance Company, 
eting, there shall be chosen * * * an Examining Committee of three, only one of 
‘rin two successive years, Who shall meet at the Home Office of the Company, in the 
Wing their election, and make a thorough examination of the affairs of the Company; 
pense of the Company, such actuarial or other aid as they may deem needful, and 
their examination at the annual! meeting next ensuing 


ee of Pe . ders chosen as examiners for 1900 under the foregoing, consisted of the fol 
low ‘ntiemel Mr. JA ME SN. NORTH, Treasurer } a rican Soda Fountain Company, Boston, Mass., 
Mr. WILLIAM D. PARK, President Merchants an’ Manufacturers N: ational Bank, Columbus, Ohio, and 
Me. HERBERT 1, CONANT, of the Conant Rubber Company, Boston, Mass 


REPORT OF THE EXAMINING COMMITTEE. 
Vo the Policyholders of the John Hancock Mutual Life Insurance Com- 
pany of Boston, Mass. : 
he undersigned, a Committee elected by the Policyholders to examine and verify the 
LS ment of your Company for the year ending December 31, 1899, beg leave to 
: port 

We have endeavored to faithfully and thoroughly perform the important duty assigned 

ind in our examination have had the cordial co-operation of the principal officers and 

assistants in submitting books of record and of entry, documents, correspondence, 

of values, and other evidences required or desired during the progress of the investi- 

ions which covered several days—first at the Safety Deposit Vaults, then at the 
isurer’ lice, and ending in the rooms of the Secretary. 

All of the b onds, certificates of stock, mortgage notes and mortgage deeds, promissory 
tes and collateral have passed through the hands of your Committee, item by item, and 
‘en subjected to ) verification in amount, and examination as to valuation, 

Che deeds of real estate have been examined, and the cash balances as of December 31, 
899, in the possession of the Treasurer and deposited in various banks, have been verified. 

Che loans upon policies and premium notes, enormous in number, have been verified in 

detail as well as in amount, 

All the evidences of indebtedness have received careful consideration and have been 


ollowing re 


und correct, 
Ihe certificate of the Insurance Commissioner of the State of Massachusetts as to re- 
d-reserye, was presented, and the amount agrees with the statement of the Company. 
Your Committee has had the assistance of an expert accountant, not connected with 
ompany, W wagh » has personally gone over all the figures and additions, finding all correct. 
rhe complete and thorough system of both the Treasurer’s and Secretary’s Departments 
tifying to omen ommittee, Who were enabled to have the papers and documents of 
item under examination instantly produced, and we take pleasure in commending these 
fieers for the progressive spirit of their business management. We also congratulate the 
yholders upon the conservatism shown in investments by officers responsible for this 
rtant duty Following is a statement of the financial condition of your Company as 
by this examination 


ASSETS. LIABILITIES. 


state, Book Value £1 ,510,529.2¢ Death Claims and Endowments in 
ind Stocks at Cost oa 3,429, 108.55 Process of Adjustment. ‘ $30,560.00 
cages on Real Estate 41, 102.74 Unpaid Dividenis.. . , 39’ 17.03 
sans on Collateral! 21: : Premiums Paid in Advance 45 
on Company’s Policies 435,493.00 Interest Paid in Advance .......... 
Premiums Due to Company Present Value Instalment Policies 
Notes $108,542.49 not yet due (Face $65,000).... 48,216.00 
Premiums Dueto Company 286,073.10 394,615.59 Accrued Rents, Bills, Bonuses, Com- 
aes ae missions and Medical Fees..... 105,555.63 
Cash on Wand and in Banks 239,882.10 teserve on Policies cancelled and en- 
Interest Due and Accrued .. 183,274.44 titled to Cash Surrender Values ; 86,813.01 
Excess Value Bonds and Stocks over eta eens Net Premium Reserve as computed 
Book Value.... vee _ 231, 245.82 and certified to by Mass. Ins. Dept. —_12,392,722.00 
Special Reserve for accumulating 
a a ee 5 214 4 Dividends and annie de pete iation 200,000.00 
uct Agents’ Credit Balances 214. 91 Surplus....... 1 573,064.76 
$14,475, 896.54 $14,475,886.54 
Funds Held in Trust . 15,939.11 Funds Held in Trust 15,939.11 


$14,491, 825.05 $14,491 ,825.65 
Respectfully submitted, JAMES N. NORTH, 
WILLIAM D. PARK, 
H. I. CONANT, 
Jan. 29, 1900. Examining Committee. 
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IS COMPULSORY CLASSIFICALION 


DESIRABLE ? 


A Protest Against the Adoption of State Control. 


By E. G. RICHARDS. 


So much has been said and writ- 
ten of late in favor of forcing upon 
the fire insurance companies, by 
means of State legislation, a system 
of compulsory classification of pre- 
miums and losses, with the end in 
view of furnishing to the public 
information as to the cost of insuring 
specific risks (which information the 
companies are now supposed to keep 
in hiding in their secret vaults) that, 
as one opposed to the proposition, I 
think it time that something be said 
on the other side of the question. 

The objections to compulsory clas- 
sification are many, but a mention 
of two will suffice for the purpose of 
this article : 


First, because classification gives 


no basis for rate making. 

Second, the magnitude and 
expense of the clerical work which 
would be required of the companies 


by such laws in the various States , 
' imagine that the reader steps into 


is beyond all computation. 

Under the first proposition it may 
be said that a classification table is 
but a profit and loss account of an 
aggregation of like risks; that is, 


risks similar in construction, occupa- 
tion, surroundings and protection. I 
use the terms ‘‘like’’ or ‘‘ similar ’’ 
because risks possess the same 
diversity of characteristics as man- 
kind— no two individuals being 
exactly alike. No matter how 
numerous may be the subdivisions 
into which premiums and losses are 
divided, each class or grouping will 
contain a collection of risks no two 
of which are exactly alike in their 
characteristics of construction, occu- 
pation, surroundings and protec- 
tion, and the obtainable result from 
that particular class will be but the 
cost of an average risk for a partic- 
ular period of time. 

This being true I venture to say 
that the average so obtained will 
prove no guide to the fixing of ade- 
quate rates on the individual risks. 
‘No better illustration can be used to 
niake clear my meaning than to 


the nearest store, say a clothing 
store, be shown the overcoat depart- 
ment and told by the owner that the 
entire lot of overcoats displayed 
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contains in number two thousand, 
the total cost of which was $10,000, 
or an average cost per coat of $5.00. 
Would the reader, with the infor- 
mation furnished, be able to fix a 
fair price upon each of the many 
kinds of overcoats so displayed, or 
what advantage to the public would 
be obtained if the proprietor was 
obliged to return this tabulation or 
classification of his overcoats, as 
well as other classes of his goods, to 
the State in order that adequate and 
not unjustly high prices could be 
fixed upon the individual garment 
by the public officer or by any other 
individual, except an expert in the 
clothing line ? 

‘Furthermore, some classes of risk 
must always pay a seeming unrea- 
sonably large profit to the insurer for 
the simple reason that neither man- 
kind in general, nor the insurance 
official in particular, possesses the 
ability to confine the ratio of fire 
losses of a given class within a fixed 
or agreed limit. Therefore some 
classes will, in the very nature of 
the case, yield at times abnormally 
high loss ratios, while other classes 
will for the time being yield corres- 
pondingly light loss ratios; other- 
wise a fair profit on the whole busi- 
ness could not be realized, nor the 
existence even of the insurance com- 
pany be made possible. 

In brief, classification statistics 
are valuable chiefly as a general 
guide in shaping the policy to be 
pursued in the selection and accept- 
ance of classes of risks, by showing 
to the underwriter the profit or loss 
on the various classes of business 
written. As a guide in rate making 
such statistics are nearly or quite 
useless, for classification accounts 
inform the underwriter of aggre- 
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gated results and average rates 
which have been obtained on each 
class, but furnish scarcely a hint as 
to the worth of a standard risk, a 
poor risk or the variations between 
these extremes. 

Nevertheless, a thorough and 
practical classification system is an 
essential feature of every well man- 
aged fire insurance company, for a 
merchant who conducted his busi- 
ness without proper bookkeeping 
records and correct profit and loss 
accounts of his transactions would 
merit little or no credit and invite 
failure. And this is equally true of 
the underwriter, who should there- 
fore analyze his transactions, know 
the classes of risks to which he can 
look with confidence for profit and 
be well informed regarding other 
classes which, yielding a loss, need 
to be handled with caution or 
declined altogether. 


Paradoxical though it may seem, 
I do not hesitate to assert that, while 
being an enthusiastic believer in 
classification and schedule rating, 
the books of no company or aggre- 
gation of companies in the land now 
show nor can be made to show by 
any system of classification which 
may be devised, the cost of insuring 
any individual risk, not even a 
standard risk, nor the cost of insur- 
ing any deficiency from such a 
standard. Fire insurance is a sys- 
tem of average and must always 
remain so while the making of rates 
can never be made an exact science. 
Whether rates be ‘‘ flat’’ or ‘‘ sched- 
ule’’ (and the latter system is gen- 
erally preferable because it differen- 
tiates the cost of insurance fairly 
between policy holders), judgment, 
born of a wide experience, must be 
the chief dependence of the expert 
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for determining what constitutes an 
adequate rate for a particular risk. 

Under the second head it may be 
said that a single system of classifi- 
cation work, in the leading offices, 
costs on an average from $2,000 to 
$5,000. It is a well known fact that 
the requirements of no two insur- 
ance departments throughout the 
country are exactly alike and it 
would be reasonable to expect that 
if compulsory classification was the 
law in every State, the various 
insurance commissioners would find 
it as difficult to agree upon a uni- 
form classification system, as they 


now find it impossible to agree upon 
uniformity in their other require- 
ments upon the companies, and with 
a diversity of requirements from the 
many States, the work involved in 
the keeping of such records and 
reporting same to the various States 
would be an enormous burden of 
expense and a serious embarrass- 
ment to every office. 

I therefore trust the advocates of 
such a plan will give this matter 
a more careful consideration and 
earnest study before taking further 
steps in favor of compulsory classi- 
fication. 





INTEREST RATES IN LIFE INSURANCE. 


Slightly Decreased Investment Returns in 1899, 


We are enabled to present in this 
important statistical 
especially for 
Ben- 


number an 
exhibit, prepared 
INSURANCE Economics by 
jamin F. Brown, showing the inter- 
est earnings of twenty-seven leading 
life insurance companies in 1899, 
together with a comparison of the 
rates earned by these companies for 
the past five years. In view of the 
current discussion upon interest 
rates, and the proposed legislation 
in Massachusetts and New York, 
reducing the rate of interest assump- 
tion from four to three and one-half 
per cent, this exhibit is of partic- 
ular moment. 

The mean rate earned by all com- 
panies for 1899 was 4.80 per cent 
against 4.87 percent in 1898, a fall- 
ing off of seven points. The rates 
earned in 1899 are the lowest yet 
realized in the history of American 
life insurance. 

The rates earned by the indi- 
vidual companies in 1899 range 
from 4.29 per cent to 6.71 per cent, 
and while there has been an average 
decrease in rates earned as com- 
pared with 1898, still, no less than 
eight of the have 
increased the rate of earning. This 
difference in the experience of indi- 
vidual companies is doubtless due, 
in part, tothe different lines of invest- 
Some companies 


companies 


ments carried. 
make a specialty of financial skill 
in the investment of their funds; 


others prefer to confine themselves 
more largely to ultra-conservative, 
low-interest securities, looking for 
their profit to other sources mainly. 

The total funds of the companies 
included in the exhibit, increased 
over $112,000,00c during the year, 
necessitating the investment of this 
large sum in addition to the funds 
already invested, some of which 
doubtless had to be reinvested. It 
is possible that this great inflow of 
new funds compelled the companies 
to invest in the low-rated securities, 
which may perhaps account in some 
measure for the decreased earning 
rate shown. 

An interesting portion of the 
exhibit is that which shows the 
comparative rates earned in 1898 
and 1899 upon the different classes 
of investments, which it 
appears that earnings on bonds and 
stocks and mortgages decreased, 
while on and other 
investments they increased. More 
than two-thirds of the new funds 
invested were placed in stocks and 
bonds. In fact since 1896, the rela- 
tive amount of new investments 
placed in this class has been increas- 
In 1896 there was a gain in 


from 


real estate 


ing. 
mortgage loans of $30,000,000, but 
since then this form of security has 
not absorbed new investments so 
largely, the increase in mortgage 
loans since 1896 being little more 
than $25,000,000. 








INTEREST EARNINGS OF LIFE INSURANCE COMPANIES IN 1899 


Together with a Comparison of the Rates Earned for the past Five Years. 
[Prepared for INSURANCE ECONOMICS by Benj. F. Brown.] 








TWENTY-SEVEN COMPANIES. 





Berkshire 
Connecticut General 
Connecticut Mutual 
Equitable 

Home 

John Hancock 
Manhattan 


| 
| 
a 
| 


Massachusetts Mutual... i 


Metropolitan 

Mutual 

Mutual Benefit ..... 
National... 


Northwestern 

Penn Mutual. 

Pheenix Mutual 
Provident Life & Trust . 
Provident Savings . . 
Prudential 


Travelers . 
Union Central 
Union Mutual 
United States 
Washington 





1, 383,694,960 


Mean Ledger 
Assets. 





$ 

48,855,983 
8,629,031 
3,287,325 
62,092,473 
251,101,960 
10,459,628 
12,817,910 
14,562,010 
21,334,678) 
45,519,874 
266,538,065 
65,917,999 
15,872,339 
26,650,698 
213,308,996 
115,606,922 
35,871,742 
11,533,821 
35,513,740 
2,422,963 
30,046,971 
14,233,483 
20,402,195 
21,401,138 
7,326,114 
7,463,201 
14,923,701 


Gross 
Interest 
Earnings. 


$ 
2,224,990 
391,877 
168,052 
3,008,355 
11,432,319 
464,681 
651,907 
717,045 
1,020,426 
2,118,559 
12,636,802 
3,446,120 
741,112 
1,209,615 
10,167,691 
5,782,302 
1,917,000 
624,455 
1,522,118 
126,892 
1,397,264 
701,962 
1,024,118 
1,435,692 
324,884 
378,144 
811,119 
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66,445,501 
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|Rate Per Cent of 
Ledger Assets. 


POPRNODANWNKRWONNMANWNANOOKREDHEOS 
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5.04/5.26|5.25 
4.8815.0315 
4.60/4.60|4.44 
4.88/4.98/4.80 


| Rates Karned 
in 1898. 


Rates Earned 
in 1897. 


.20\5 


5.05|5.03/4.85)5. 


4.95,5.305.37 


> OU em Om Or 





a! 


3\5.05|5.08| 
ole 
.83/4.62/4.49) 
.62/4.36|5.05 
2'4.97/5.15| 
84/4.78|5.17 


.15|4.83/4.80) 


: 
Pon a, & 


ownwmoacn 


[5.72 
5.29 
5.15 
5.01 
5.01 
5.14 
4.92 
4.73 


6. 67/6. 98/6. 96/6.93 
4.54/4. 64/4. 77/4. -64 
4.94/4. 82/4. 87/4. 73 
5.31/5.09/4. 95/4. 59 





Five Year 
Averages. 
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FISTS 
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oS @ 
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4.89 
5.08 


4.80/4.8 87/4.85 4. 90/4. -99/4.8 .88 





NOTE— The column footings ~ e the mean rates, the last column the individual company averages for 


the period. 


Rates Earned Upon Different Classes of Investments. 


( 1899 


Bonds and Stocks, book value, / 1898 


Mortgage Loans 


Real Estate, book value 


All other, including uninvested (Cash \ 
in Bank and Office, $66,166,468 in 


‘99, and $63,379,320 in ’98) 


* Gross rentals, no deduction for expenses and taxes. 


Mean Holdings. 


$632,607 ,085 


555,871,751 
435,598,084 
429,648,258 
140,796,434 
134,710,004 
174,693,358 
160,318,393 


1,383,694,961 
1,280,548, 496 


-Net rentals in 1898 were 2.28 per cent. 


Interest 
Earned. 


$29,605,300 
26,461,404 
22,221,235 
22,761,171 
*7,037,674 
*6,472,944 


7,581,293 
6,683,940 


66,445,502 
62,379,459 





FIRE INSURANCE RATE FLUCTUATIONS, 


Factors Which Influence the Rise and Fall in Current Charges. 


Rates of fire insurance are deter- 
mined by the cost of doing the 
business. The three factors of cost 
are — losses, expenses and profit or 
interest upon invested capital. If 
each element of cost is not covered 
in the premium, fire insurance can- 
not be successfully conducted. 
These several factors of cost corre- 
spond to the cost of manufacturing 
articles of commerce, the expense 
incident to handling those articles, 
and the profit or interest on the 
capital invested in the enterprise. 
The loss element in the cost of fire 
insurance is determined by the 
adjusted claims upon insured prop- 
erty damaged by fire; the expense 
element mainly by the market price 
for services, and the interest element 
by the rate of profit at which the 
holders of capital are satisfied to 
continuetheir investments. Taking 
a wide average of experience the 
loss cost has been about sixty per 
cent of the premium, the expense 
cost about thirty-eight per cent and 
the profit cost two per cent.* 

The expense element in the cost 
of fire insurance is reasonably stable 
from year to year, with a tendency 
toward increase, due partly to 
larger expenditures toward the 
reduction of the loss cost and partly 
to an advance in the current cost of 
services. 

The loss cost element, on the other 
hand, is extremely unstable, show- 
ing wide fluctuations from year to 


*This is the average rate of profit earned by all 
companies, including those which are badly or 
indifferently managed, but it should not be taken 
as the rate at which well-managed companies 
are satisfied to risk their capital continuously. 


year and assuming a normal average 
only over along period. The profit 
or interest cost is almost, if not 
quite, as unstable as the loss cost, 
since rates are not very flexible and 
do not readily adjust themselves to 
current fluctuations in the loss cost. 
An abnormal loss cost does not show 
its effect fully upon the rate inside 
of one ortwo years. In consequence 
the profit in one year may be a very 
substantial one, while in the next 
there may be an equally substantial 
loss. The profit cost in fire insur- 
ance, like the loss cost, only equal- 
izes itself over a long period of 
years. 

No business, probably, is subject 
to such profound competitive dis- 
turbances as fire insurance. These 
disturbances are due entirely to the 
violent fluctuations in the rate of 
profit and loss, which in turn are 
caused by the wide variations in 
loss cost. The great problem in fire 
insurance, therefore, is to so analyze 
and comprehend the loss cost as to 
adjust current rates upon a basis 
which will yield a rate of profit not 
subject to material variations. This 
is a stupendous task, and one from 
which the strongest minds shrink. 
It is, nevertheless, today the 
subject of the most careful and 
searching inquiry by insurance 
experts. 

It is not our purpose to attempt to 
solve this profound, and at the same 
time most engaging, problem. In 
connection with the question we 
have, however, made an examina- 
tion of the general course of rates 
for a number of years past, with 


- 





Fire Insurance Rate Fluctuations. 


interesting, and in some respects, 
profitable results. 

The primary cause of the rise and 
fall of rates is the fluctuation in the 
loss cost, or as it is usually termed 
the ‘‘rate of burning.’’ The fluc- 
tuations vary from forty to sixty 
cents upon each $100 at risk, the 
average, or what might be termed 
the normal rate, being fifty cents. 
Years of light or heavy losses show 
their effects upon the average 
charges of the companies during the 
two or three years following, either 
in a positive form by inducing in- 
creased or decreased rates, or in a 
negative form by preventing in- 
creases and decreases. 

The average rate of burning dur- 
ing the past twenty years has been 
slightly under fifty cents upon each 
$100 of risk. In the year 1891 the 
rate of burning reached this aver- 
age. The rate of expense upon 
each $100 of risks was, at that time, 
about thirty cents. The following 
year (1892) the average premium 
charged, adjusted itself at about 
eighty-five cents, which would have 
yielded about five per cent profit on 
the rate of burning and expense 
experienced in 1891. The rate of 
eighty-five cents in 1892 not only 
adjusted itself to the actual experi- 
ence of 1891 but also of the average 
experience for the previous ten 
years. 

Taking the year 1892 as a starting 
point the course of rates since then 
can be traced in the following tabu- 
lation : 


RATIOS EXPRESSED IN CENTS TO EACH 
$100 OF RISKS. 
Losses. 


Date. Premiums. Expenses. Excess. Deficit, 


52.7 , 1.7 _— 
59-1 é _ 2.6 


53-7 . 4-4 
48.8 ° 7°5 
45-9 9-7 


1897---- 81.3 
1898---- 75.3 
1899---- 72-5 


Average 82.7 


39.8 
43.1 
138 
48.6 30.4 


Note. The statistics used are those compiled 
by the National Board of Fire Underwriters, with 
the exception of 1899, where the report of the New 
York insurance department is used. 


A careful study of this exhibit 
discloses some very interesting 
facts. As previously stated, the 
average rate of 1892 was sufficient 
to yield an excess of about five per 
cent had the rate of burning con- 
tinued normal. It advanced, how- 
ever, several points in 1892 and the 
actual excess was about two per 
cent. In response to this increased 
rate of burning the premium charge 
in the following year (1893) 
advanced about two points, but the 
rate of burning again advanced 
nearly seven points,causing an actual 
deficit in that year of over two per 
cent. The ensuing year (1894) rates 
again advanced some three points, 
while the rate of burning decreased 
over five points, resulting in an 
excess of five per cent on current 
trading. For the next three years 
both the rate of burning and the 
rate of premium steadily declined, 
the former more rapidly than the 
latter, causing in those years an 
excess ranging from nine per cent 
in 1895 to over thirteen per cent in 
1897. 

The high premium rate and very 
low rate of burning during this 
three-year period caused a large 
influx of new insurance capital and 
increased competition, which, dur- 
ing the next two years (1898-99), 
forced rates down to a hitherto 
unknown figure, notwithstanding 
the rate of burning in those two 
years steadily increased, resuming 
in 1899 about a normal ratio. The 
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excessive competition engendered 
by an unprecedented period of profit 
prevented rates during 1898 and 
1899, particularly the latter year, 
from following the fluctuations in 
fire waste as closely as in previous 
years, resulting in a deficit of more 
than six per cent in 1899. 

With the experience of the eight 
years (1892-1899) thus spread out 
before us, it needs no analytic 
powers to see that the extraordinary 
competitive troubles during that 
period were due to the fact that 
rates were held at too high a figure 
between 1894 and 1896 — from two 
to five points too high, if we take 
the normal rate of burning as a basis 
of calculation. 

Many underwriters contend that 
fire insurance rates, like life insur- 
ance premiums, should be main- 
tained at a level which conforms to 
the average or normal rate of burn- 
ing. The actual rates charged in 
1892 conformed to this average, and 
for the purpose of indicating the 
results, had this level been main- 
tained in subsequent years, we have 
prepared the subjoined tabulation, 
showing hypothetical rates, com- 
pared with the actual rate of burn- 
ing and a rate of expense adjusted 
according to actual expense ratios to 
‘ premiums : 

Deficit. 


30.5 J —_— 
30.0 4.2 
29.8 
30.2 
30.7 
31.9 
33.8 
33-3 


31.2 


Date. Losses. Excess. 


§2-7 
59-1 
53-7 
48.8 
45-9 
39.8 


43.1 
48.8 


48.6 


Premiums. Expenses. 


Average 848 


This method of maintaining rates 
would have resulted in a _ better 
average profit for the eight-year 
period, but it would not have cured 
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the abnormal competitive conditions 
prevailing after the year 1894. As 
has been stated the competitive 
trouble which prevailed under actual 
conditions lay in the fact that 
between 1895 and 1897 rates did not 
follow very closely the variations in 
fire waste. It is clear that rates 
cannot be made to meet losses which 
have not yet occurred, but must be 
adjusted upon past experience. The 
premium cannot be calculated upon 
the cost for the year it is designed 
to cover, but might be upon the cost 
for the year immediately past. It is 
interesting to observe the possible 
results for the eight years, had rates 
been readjusted automatically each 
year according to the fire cost of the 
previous year. In the subjoined 
exhibit rates in each year after 1892 
are calculated upon the fire and 
expense cost of the preceding year 
with an added profit cost of five per 
cent. 


Date. Expenses. 


30.5 
30-3 
32.8 
48.8 32.3 
45-9 30-5 
39:38 30.4 
43-1 29.6 
48.8 30.2 


48.6 31.0 


Losses. 
52-7 
59-1 
53-7 


Premiums. 


- 
. 
“I 


aie Bag, dt 
UO DH 


> 
a 


Average 84.2 
1900---+ 83.2 


Upon this hypothetical basis the 
average experience for the eight 
years is better than actual, so far as 
net profit is concerned; but the 
calculation of rates by this method 
would not have obviated the abnor- 
mal conditions prevailing from 1894 
to 1897. 

Some underwriters contend that 
rates should be adjusted upon the 
average cost of the previous five 
years. Upon this basis, and allow- 
ing for the actual fire and expense 
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cost for five years, with a profit cost 
of five per cent, the rates would 
have been as follows: 


Date. Premiums. Losses. Expenses. Excess. Deficit. 
1892----+ 85. 52.7 30.5 :: — 
1893--- 84.8 59.1 29.5 oe 3.8 
1894---- 86.5 53-7 304 2-4 — 
1895---- 86.5 48.8 30.8 6.9 = 
1896---- 87.5 45.9 31-7 99 — 
1897---+ 87.2 39.8 32.8 14.6 — 
1898---- 83.7, 43-1 33:3 7:3 - 
1899---- 81.5 48.8 32.0 0.7 — 
Average 85.3 48.6 31.4 5-3 

re SO 


Again we find that upon this sys- 
tem of adjusting rates very little 
would have been gained in removing 
the abnormal conditions which 
caused the extensive competitive 
disturbances. One distinct advan- 
tage is that rates would have been 
much more stable. Instead of an 
actual fluctuation in rates during 
the eight years from 89.6 to 72.5 per 
cent, or 17.1 points, the variation 
would have been only six points, 
and prevailing rates today, instead 
of being far too low, would have 
been much nearer the proper rate. 

We do not undertake to say that 
this system of adjusting rates, or 





any other which has been illus- 
trated, could have been successfully 
carried out, or if carried out that it 
would have been more desirable 
than the method which actually 
prevailed. We have presented 
these exhibits solely for the purpose 
of showing the difference betweén 
rates which are influenced by actual 
economic conditions and rates which 
might have been made upon an 
arbitrary, and, we may say, quasi- 
scientific basis. The presentation 
is interesting, and we think impor- 
tant also, in view of the current 
discussion on rating problems, par- 
ticularly in relation to the question 
of joint-classification. It tends to 
show that rate making upon a joint- 
classification is not a simple prob- 
lem, but that on the contrary it 
contains some serious obstacles. 

The public will prefer the eco- 
nomic to the scientific method of 
rating because it produces lower 
rates, although it probably results 
in greater inequality than would 
occur under scientific rating. 


PROFIT AND LOSS OF MILLIONAIRE COMPANIES. 


Practical Experience of Stock Companies Doing Over Seventy Per Cent of the Entire 


Business. 


The underwriting experience of 
stock fire insurance companies in 
1899 has been presented in various 
forms, — all of them interesting and 
instructive. Profit and loss is the 
most vital problem in fire insurance. 
Profit is the life of the business; 
loss is its death. If there were no 
profit, there would be no fire insur- 
ance. Continuous loss will cause 
the strongest corporations to shrivel 
up and die. 

Upon the basis of the returns 
made to the New York insurance 
department the underwriting loss of 
164 stock fire insurance companies 
in 1899 was in the neighborhood of 
$18,000,000, or about fourteen per 
cent of premiums received. Accord- 
ing to returns made to the Connec- 
ticut department, 127 companies 
experienced a loss on _ earned 
premiums of about $12,500,000, or 
nearly eleven per cent. It will be 
seen that the wider the basis of 
calculation as regards the number 
of companies the more disastrous 
the results. The wider range of 
investigation produces the better 
data from one point of view; that 
is, the more companies included 
the better we can understand the 
results of underwriting where ex- 
perience and inexperience are com- 
bined in the management of the 
companies. The narrower range 
of inquiry undoubtedly eliminates 
much of the inexperienced manage- 
ment and consequently tends to 
improve the results, as is shown by 
a comparison of the returns to the 


New York and Connecticut depart- 
ments. 


For scientific purposes the more 
we eliminate badly managed com- 
panies from the calculation, the 
better we shall understand the 
actual influence of the fire waste 
upon real underwriting. Upon page 
140 we present an important tabula- 
tion showing the underwriting profit 
and loss for three years of forty- 
four stock fire insurance companies 
writing annually premiums amount- 
ing to $1,000,000 or over. These 
companies transact over seventy per 
cent of the entire business, and the 
results obtained are of more practical 
value to the student of fire under- 
writing, than any which may be 
shown by the inclusion of a larger 
number of companies. It is not 
claimed that companies excluded 
from the list by this arbitrary selec- 
tion are managed with less ability 
than those which are included, but 
it is claimed that by this method the 
percentage of inexperience and bad 
management included in the data is 
reduced to a minimum. 

The results presented in this tabu- 
lation are doubly important ; first, 
because they embrace an under- 
writing experience under the most 
scientific methods known to modern 
fire underwriting, and _ second, 
because they cover a period in which 
the most profitable and most disas- 
trous years known in recent times 
are included. The year 1897 was 
one of unprecedented results in the 
line of profit; 1898 was a moderate 
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year, while 1899 probably represents 
a degree of loss not experienced in 
the past twenty-five or thirty years. 

With one ultra-good, one moder- 
ate and one ultra-bad year, an 
examination of the average results 
to the great companies, having a 
wide distribution of risks, becomes 
a very interesting one. 


In 1897 the average profit of the 
millionaire companies was 12.30 per 
cent. But one company returned a 
loss upon underwriting, and that a 
slight one due to increased expenses 
and not losses. The rate of profit 
in the case of individual companies 
ranged from 3.77 as a minimum to 
20.36 as a maximum. In 1898 the 
rate of profit dropped to 2.82 per 
cent, sixteen companies showing a 
loss. The profits of the balance 
ranged from .52 per cent to 13.18 
percent. In 1899 the balance upon 
the loss side was 8.81 per cent, but 
two companies showing a slight 
ratio of profit. The losses ranged 
from 1.16 per cent to 22.37 per cent. 
One company shows an apparent 
loss of 163.10 per cent, but this is 
due almost entirely to the absorption 
of the business of a large company 
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causing an abnormal increase in the 
unearned premiums. 


The combined experience of the 
three yearsshows a net underwriting 
profit of 2.25 percent. The losses 
of the current year continue to be 
abnormal as compared with the 
average rate of premium charged, 
which is lower today than at any 
time within the past thirty years. 
This margin of profit is probably 
much less than the companies 
included in the list would be satis- 
fied with continuously. A trading 
profit of from five to ten per cent 
cannot be considered exorbitant. 
Current rates, considering the expe- 
rience of the past and the probabili- 
ties of the future, are too low to 
yield such a profit, and in response 
to natural law some advance is 
likely to take place during the next 
two years. If not, there will be a 
shrinkage in the supply of insurance 
and an increased difficulty imposed 
upon property-owners in the 
procurement of sound indemnity. 
Stockholders will not hazard their 
capital in a market which proves 
continuously unprofitable, or which 
produces only a nomina! »rofit. 





THREE YEARS’ PROFIT AND LOSS IN FIRE INSURANCE. 


Showing the Results of Underwriting for 1897. 1898 and 1899, of Fire Insurance Com- 


panies having a Premium Income of over $1,000,000 Per Annum. 


{Compiled for INSURANCE ECONOMICs from the Connecticut Fire Insurance Reports.] 


COMPANIES. 


ark th i iaiiinin vindns eel 
Liverpool, London & Globe... 


*Insurance Co. of No. America| 
OE EEE Oe 
CEL 6 6.0. co oper weasacal 
Phenix, of Brooklyn ......... 
Pheonix, of Martford......... 
German American........... | 
Hise Beeeciation 3... sos 0ccces 
OS 
Scottish Union & Nat’l....... | 
*Commercial Union......-.--| 
ME 6 54k a he eenes 4.000842 | 
IE Oe re ee 
Pheenix of England ......... 
Lancashire ... 2.0000. sews 
QUEED «ccc cececcccceececcss | 
London & Lancashire ........ 
Springfield ..............46. | 
Pennsylvania Fire........ sts] 
oe EE TT Tee ee 
ON ee ee eee ee 
Niagara ....... beeen e renee! 
POGUE TAGE 52 00s 0 ce wcises 
*Western, Toronto .... cece! 
*Firemans Fund ..........e-¢ | 
RE ee eee ee ee 
Manchester, Eng. .......-..-- 
IR. Scaisa 5 ceeeccaue 
SL HEE 6:sieoGiens's-0.0.4-K MS 
American, Phila. ...........- | 
OMND . c nds oc ceed ate 
London Assurance........... | 
SG. diac evdrwveeves sem 
Germania, N. Y....--++-scee 
Imperial ....--seeeeeeeeeees 
Hamburg-Bremen .....---.++| 
Union Assurance ............ 
*Providence-Washington ..... | 
New Hampshire .........-.- 
Northern Assurance ......... 
Northwestern National ...... 


| 





























1897 
DET, We ay : 
Premiums | Premiums Underwriting of Profit 
Received. Earned. Profit and Loss. | to Prems. 
} | aS _ earned. 
5,761,787 5,975,178 803,713 13.45 
5,189,441 | 5,259,562 904,228 17.19 
4,597,355 | 4 705,453 633,294 13.46 
4,514,411 | 4,614,342 805,950 17.48 
5,449,085 | 5,497,087 233,504 4.25 
3,828,314 | 3,848,709 639,898 16.62 
3,648,085 | 3,564,379 442,722 12.42 
3,190,991 | 3,205,213 156,693 4.88 
2,911,186 2,934,420 244,013 8.33 
2,720,969 | 2,706,280 439,530 16.25 
2,652,479 | 2,398,294 228,548 8.73 
2,477,018 | 2,384,871 363,479 15.24 
2,354,554 | 2,309,154 310,987 13.46 
2,307,122 | 2,385,589 456,849 19.15 
2.103.019 | 2.169,062| 367,704| 16.95 
2,040,740 | 2,197,328 373,801 i: 
2,018,915 | 2,057,165 236,327 11.44 
1,979,770 | 1,848,259 108,547 5.89 
1,911,527 | 2,010,294 302,062 15.02 
1,770,441 1,754,637 325,612 18.55 
1,747,024 | 1,853,756 377,261 20.36 
1,730,616 | 1,650,215 62,338 3.77 
1,674,232 | 1,664,118 252,342 15.28 
1,624,339 | 1,607,397 184,773 11.50 
1,623,595 | 1,561,756 200,897 12.86 
1,460,306 | 1,502,974 182,039 12.11 
1,721,538 1,685,613 123,129 7.40 
1,746,754 | 1,758,372 124,110 7.09 
1,422,325 | 1,470,561 104,981 7.14 
1,341,585 | 1,347,812 123,928 9.20 
1,331,030 | 1,342,435 167,980 12.69 
1,562,637 | 1,522,495 126,210 8.29 
1,285,186 | 1,189,528 ~3,782 ~.31 
1,257,407 | 1,271,030 165,768 13.22 
1,254,279 | 1,231,874 144,736 11.75 
1,257,149 | 1,272,226 123,990 9.71 
1,187,312 | 1,094,388 220,943 20.19 
1,127,312 1,140,079 101,482 8.89 
1,093,564 | 1,095,011 132,445 12.09 
1,075,340 995,420 168,892 16.96 
1,457,597 | 1,341,723 105,918 7.89 
1,026,388 968,023 72,460 7.48 
1,014,681 1,093,258 138,656 12.68 
1,014,154 790,574 69,367 9.56 
| 96,463,559 | 96,275,914 | 11,848,324| 12.30 
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| Per Cent 
Underwriting of Profit 
Profit and Loss. | to Prems. 
| earned. 


28,923 | 





Premiums 
Earned. 


Premiums 


Received. 


‘5,725,581 | 5,564,696) 





Hartford 





Liverpool, London & Globe...| 


Royal 

*Home ‘ 

*Ins. Co. of No. America 
Continental 

* Aetna 

Phenix, N. 

Pheenix, Conn 


German American...........! 


Fire Association 

North British & Mercantile ... 
Scottish Union & N 
*Commercial Union.......... 
National 

Pheenix, London 

Lancashire 

Palatine 

Queen 

Springfield 

London & Lancashire 
Pennsylvania....... 
Connecticut 


Niagara. 
*Firemans Fund 
*St. Paul F. & M 
Norwich Union 
Hanover 


*Western, Canada........+0.! 


PLS cde abe h 0 9.09.04 ha 
American, Phila 

Germania 

Manchester 

Westchester 

Caledonian 

Imperial 


New Hampshire. ............ | 
North Westeihscccccssccece o| 
\. 1,052,667 

| 89,660,855 | 


Hamburg—Bremen 


4,268,991 
4,247,170 | 
5,421,834 
3,729,768 
3,806,727 
2,977,995 
2,713,408 
2,624,286 | 
2.522.175 | 
2,389,949 | 
2,276,684 
2,262,777 
2.096.840 
1,992,438 
1.987.806 
1,945,557 
1,868,919 
1,785,219 
1,760,643 
1,665,150 
1,654,131 
1,546,333 
1,502,259 
1,901,552 
1,782,629 
1,471,814 
1.449.477 
1,623,243 
1,300,661 
1,242,876 
1,236,984 
1,212,103 
1,204,438 
1,178,898 
1,147,181 
1,058,791 
1,053,479 


4,979,422 | 





1,277,672 


5,185,684 

4,145,412 | 
4,318,741 

5,543,408 | 
3,649,663 | 
8,724,947 

3,164,969 

2,849,926 

2,608,116 | 
2.486.900 
2,411,571 
2.276.605 
2,279,539 
2,116,014 
2,046,558 
1,945,611 
1,904,485 
1,883,906 
1,754,099 
1,715,612 
1,617,189 
1,633,298 
1,569,034 
1,527,342 
1,848,745 
1,758,679 
1,602,773 
1,441,459 
1,665,128 


1,189,648 
1,122,886 
1,272,854 
1,236,587 | 
1,214,070 
1,130,118 
1,054,668 

884,799 | 
1,052,701 | 





89,176,112 


522,675 
212,912 
316,604 
115,581 | 
233,428 
292,324 
166,874 
105,951 
40,537 
102,952 
226,543 | 
—42,826 | 
188,161 
152,556 
74,815 
—76,999 | 
~94,939 | 
144,709 | 
58,680 | 
70,419 | 
~72,169 | 
43,836 | 
17,096 | 
52,550 | 
50,428 | 
93,100 
211,282 | 
~19,883 
-3,176 | 
51,854 
125,540 | 
124,009 | 
~26,845 | 
~30,988 | 
~25,017 | 
-75,357 | 
44,125 | 
~34,821 | 
~38,282 | 


2,585,353 | 


EXPLANATORY NOTE ON THE TABLES. 


The profit and loss ratios in the tables are figured upon earned pre- 


miums, which include also marine premiums. 
(*) report marine as well as fire premiums. 
year according to the amount of jive premiums received. 


Companies marked thus 
Companies are ranked each 


In the table for 


1899 the two companies showing a profit are designated thus (+); all 


others are marked thus (—). 


In the table for 1899 the large loss ratio of the American of New Jer- 
sey, is due to the absorption of the business of the Rockford, which increased 
unearned premiums some $850,000. 
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Premiums 
Received. 
Hartford : | 6,224,178 
Liverpool & Lon. & Globe....| 4,728,952 
; Se EE ener 4,541,565 
*Ins. Co. of North America...| 6,030,585 
4,015,892 


COMPANIES. 


3,938,558 
2,998,909 
2,687,637 
2,678,166 
| 2,558,053 
2,521,288 
2,332,943 
2,287,631 
2,199,400 
2,179,156 
2,173,488 
1,857,854 
1,805,406 
1,801,581 
1,692,182 
1,683,091 
1,639,253 
1,540,375 
1,484,329 
1,488,540 
1,813,674 
1,808,930 
1,389,123 
1,301,199 
1,757,693 
1,300,879 
1,253,714 
1,197,477 
1,203,561 
1,199,417 
1,146,361 
1,141,313 
1,110,196 
1,031,510 
1,366,713 
1,009,355 
1,116,573 


SS ee rere 
German American 

PEE, AMR, ¢ 4.640% swenes 
Fire Association 

*Commercial Union 

North British & Mercantile .. .| 
Palatine | 
Scottish Union & Nat. ...... 
National .... 

Pee, Time, . 2. ccccece eves! 
Connecticut 

Queen ...+.. 
Lancashire ..... 
Springfield 
Pennsylvania 

London & Lancashire 
Niagara ... 

Norwich Union 





wat. ee. & MM. vcsec 
*Fireman’s Fund 

A ceted eebebd o2vobeep ee 
Westchester .......-. ee 
*Western, Canada.......-.-- 
*Orient 

Manchester 

New Hampshire 

American, Pa.....-- 
SE ee re eT ee ee 
Caledonian, Scotland . 
Imperial 

Hamburg-Bremen 

Northern 

*Providence- Washington 
American, N. J. 

*Greenwich, N. Y. ----++++ pend 


3,876,078 | 


| 


Premiums 
Earned, 


Underwriting 
Profit and Loss. 


Per Cent. 
of Profit 
to Prems. 
earned. 








6,055,102 


4,836.913 
4,269,063 


5,288,292 
4,136,337 | 


3,748,455 
3,862,496 


3,003,328 | 


2,629,015 
2,663,772 
2,528,862 
2,413,742 
2,322,456 
2,115,612 
2,240,474 


2,155,991 | 


1,990,347 
1,715,420 
1,862,038 
1,898,056 
1,739,777 
1,634,756 
1,653,794 
1,516,051 
1,499,264 
1,457,427 
1,808,537 
1,840,218 
1,422,329 
1,246,449 
1,590,300 


1,299,786 
1,258,688 


1,105,936 


1,191,355 


1,123,802 
1,164,892 
1,115,728 
1,063,920 


| 
| 


| 
| 
| 





1,047,208 | 


1,349,622 


| 


292,633 


1,067,737 


~782,945 
-240,098 
~214,612 
~794,452 
-253,065 
+14,677 
+115,608 
~153,910 
~204,943 
~154,467 
-388,514 
-151,112 
-174,570 
-371,293 
~266,035 

~98,444 
~262,756 
-117,676 

~24,653 
~308,435 

51,936 
~233,017 
— 31,285 
-130,618 

-17,538 
228,040 
~156,465 

~95,602 
~191,735 

-63,199 
~132,440 
~185,246 

~42,987 
~119,143 
~179,465 

57,038 
~119,191 
-217,409 
~106,426 

~62,251 
~163,289 
-477 293 
~238,875 








95,112,778 





92,225,970 


] 
| 
| 


—8,132,233 





—12.93 
~4.96 
5.02 

~15.02 
6.12 
+.39 

42.99 
“5.12 





RECAPITULATION. 


Premiums Received. 


96,463,559 
89,660,855 
95,112,778 


Premiums Earned. 


96,275,914 
89,176,112 
92,225,970 


Underwriting 
Profit or Loss. 


11,848,324 
2,535,353 
8,132,233 





281,237,192 


277,677,996 





6,215,444 








REVIEW OF THE MONTH 


LIFE INSURANCE. 


The question of limiting the growth of 
life insurance companies by law has again 
Proposed Limitation P°*® Drought for- 
of Lids fasusnsee. ward for discussion. 

During the past 
month a bill has been introduced in the 
New York State Legislature, providing for 
the limitation of the insurance in force 
in any company doing business in that 
state to $1,500,000,000. This measure, if 
passed, will have a far-reaching influence 
upon the business of life insurance, and 
will be almost revolutionary in its charac- 
ter. It will place an arbitrary limit of the 
most positive kind upon the growth of the 
great life insurance companies, provided, of 
course, that the legislation is effectively 
enforced. 


This is by no means the first attempt 
made to secure a limitation of growth by 
legal enactment. In 1893 a bill was intro- 
duced in New York proposing to limit the 
amount of insurance in force to $1,000,000,- 
ooo. Since that time the three giant com- 
panies have passed the billion dollar mark 
and are now progressing towards the point 
of limitation proposed in the new bill. 
The proposed legislation in 1893 undoubt- 
edly had the silent approval of one of the 
great companies, but the objections to this 
arbitrary limitation were so strong at that 
time, that practically no progress was made 
with the bill. 
has been an apparent change of sentiment 
on the part of the responsible officials of 
the great American life insurance com- 
panies. This is perhaps due, in part, to 
some of the recent changes in personnel, 
and also, to the feeling that the ambition 
for large results has been fully realized. 


* 


The growth of the great American life 
insurance companies 
twenty-five years, 
and particularly 
during the last 
decade, has been one of the marvels of the 
nineteenth century. This growth has 
undoubtedly exceeded the fondest hopes or 


Growth of American 
Companies. 


Since then, however, there ‘‘ 


during the past- 


the wildest predictions, even of those most 
closely identified with that growth. The 
largest financial institution in the world 
today is an American life insurance com- 
pany — the Mutual Life of New York city. 
It is larger than the great Bank of England. 
Its accumulated assets have recently passed 
$300,000,000. This represents an increase 
of over $30,000,000 in a single year. The 
handling of this enormous fund, necessita- 
ting proper accounting to the members of 
the company and safe and profitable invest- 
ment, is a task from which the largest and 
most capable minds might well shrink. It 
is a responsibility which no official, or set 
of officials, can lightly assume. Such 
division of authority and responsibility, 
which of course occurs in the management 
of a great institution like this, while it 
simplifies the work, cannot relieve the 
anxiety which each official feels in the 
safety and progress of the company. 

But the handling and investment of these 
assets is by no means the whole of the task. 
The receipt and disbursement of funds not 
held for future contingencies, in accordance 
with principles of equity, is a task which 
commands talents of the highest order. 
The receipts of the Mutual Life Insurance 
Company in 1899 amounted to $59,000,000; 
its disbursements to $38,500,000. This is an 
average of nearly $200,000 per day in 
receipts, and of $125,000 per day in disburse- 
ments. The general public probably has 
little conception of the great army of sub- 
officials, department managers and clerks 
necessary to dispatch the business of this 
great company. 


The two great competitors of the Mutual 
Life are now rapidly approaching $300,000,- 
000 in assets and will soon exceed this 
figure. It is estimated that with $1,500,- 
000,000 in force, and taking into considera- 
tion the inflow of new business and 
terminations from various causes, the 
accumulation of assets would be equalized 
at somewhere between $350,000,000 and 
$400,000,000. It is not surprising, there- 
fore, that the responsible managers of the 
great American life insurance companies 
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are prepared to say that the handling of 
insurance amounting to $1,500,000,000 and 
of assets ranging from $350,000,000 to $400,- 
000,000, is as large a task as they care to 
assume. The only question is, shall there 
be an arbitrary limitation by statutory 
enactment or shall this limitation be 
allowed to occur in accordance with the 
economic laws of competition? 


¥ 


The bill which proposes to effect this 
revolutionary change was introduced at 
Tas Terms of Albany by Senator Brack- 
the Bill. ott, with the approval of 

x0v. Roosevelt and Insur- 
ance Commissioner Hendricks. It will 
be seen that the measure is thus brought to 
the attention of the Legislature under the 
most favorable auspices. The bill will 
neither be opposed nor favored by the life 
insurance companies. Asa matter of fact, 
the officials of two of the companies which 
will be most immediately affected by the 
legislation, are quite strongly in favor of 
legal limitation. The president of the 
third company is favorably impressed with 
the proposition and apparently is only 
deterred from giving his unqualified 
approval by the views held by his associate 
officials. Many of the small companies are 
openly advocating the measure, but opinion 
among them is by no means unanimous as 
to the wisdom of legal restriction. 

By the terms of the bill no life insurance 
company doing business in New York 
State shall become responsible for more 
than $1,500,000,000 of insurance. If it 
exceeds this amount it shall, if a domestic 
company, cease writing business until its 
risks fall below $1,400,000,000; if an outside 
company, its license shall be revoked and 
not renewed until its insurance falls to this 
figure. A penalty is provided for the officer 
of a domestic life insurance company who 
shall wilfully sign or deliver a policy rais- 
ing the insurance in force above the limit, 
of $1000 for each offence, and he shall also 
be disqualified from holding office in any 
life insurance company for one year. 

The limitation applies only to life insur- 
ance and does not include annuities. In 
the case of instalment policies the value of 
the insurance at the time it becomes a 
claim is taken and not the gross sum named 
in the policy. This has an important bear- 
ing upon the legislation, because the instal- 
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ment form of insurance is becoming 
extremely popular and the percentage 
annually written on this plan is constantly 
increasing. The bill applies only to 
insurance upon which a single premium 
has been paid or an annual premium or an 
instalment of such annual premium. This 
practically precludes the application of the 
bill to industrial life insurance conducted 
on the weekly payment plan. 


* 


A discussion of the merits of the proposed 
measure offers an extended field for those 
The Merss of who look at the matter 

purely from an economic 
the Measure. : : ; 

point of view. There is 
much to be said in its favor and much 
against it. Unquestionably the growth of 
the great American life insurance com- 
panies presents grave dangers. We are of 
the opinion that it would be a good thing 
for American life insurance if the giant 
companies would for a time cease the race 
for volume and apply themselves to the 
task of improving their plant tothe highest 
possible degree. It would not only bea 
good thing for life insurance as a whole, 
but would be a distinct advantage to the 
individual companies. In fact, we think 
the advantage to the individual companies 
would be infinitely greater than to the 
business as a whole. Within those great 
companies there lie possibilities for the 
development of an economic management 
which are unlimited. Excessive compe- 
tition causes excessive waste, and it has 
long been clear to the students of life insur- 
ance that the feverish strife for supremacy, 
which has for years characterized the oper- 
ations of the giant companies, has resulted 
in the attachment of an unnecessary 
expense to the business, not only of those 
companies, but of most of the smaller 
companies which have felt compelled to 
meet their competition. We must recog- 
nize, of course, that this unceasing strife 
has not been without its benefits in extend- 
ing the protecting arm of life insurance, 
and we might possibly justify the increased 
expense because of the enlarged influence 
which life insurance has gained in the 
social economy of the nation; but if the 
managers of these great companies were to 
so organize their agency forces as to write 
sufficient new insurance to maintain the 
existing plant, and apply themselves to the 
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problem of furnishing insurance to mem- 
bers at the lowest possible cost, the results 
would undoubtedly be surprising and most 
pleasing to the policy-holders. Moreover, 
there is no doubt but that this plan would 
be much more desirable, if not more effec- 
tual, if the companies would voluntarily 
adopt it rather than to wait for an arbitrary 
enactment to check their ambitions and 


their growth. 
* 


It is contended, however, that no one 
company would be willing to take the 
initiative and that it would 
be impossible to secure a 
mutual agreement upon 
the matter. In fact, this is the main argu- 
ment in favor of state legislation. Another 
important argument in its favor is that it 
represents a concession to public opinion, 
which at present appears to look with dis- 
favor upon large aggregations of capital. 

The objection which has been urged 
against the measure is that it is very 
unwise for the state to interfere with the 
operation of natural law by such an arbi- 
trary enactment. There isa great deal of 
force in this objection. This magazine has 
always believed that economic law would 
tend to limit the growth of the great life 
insurance companies, and that they would 
never attain such a size as to place them 
beyond the possibilities of a reasonably 
economical management. A company can 
progress only so far as it is successfully 
managed. Ifthe great companies should 
reach such a size as to make a reasonably 
economical management impossible, the 
competition of companies which could 
afford that kind of management would tend 
to check their growth. 


* 


We are not satisfied with the argument 
that the arbitrary limit of the growth 


of the great com- 
Le Ms De panies would assist the 


smaller companies. It 


Some of the 
Arguments. 


seems to us that the progress of the great 


companies has been materially beneficial 
to the small companies in promoting their 
business ; in other words, the progress of 
those companies representing nearly one- 
half of the amount of insurance in force 
has certainly acted as a reflex stimulant 
upon the growth of the smaller companies, 
and for this reason it might be found that 
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an arbitrary check upon their growth 
would reflect upon the smaller companies 
and interfere with their progress. 

After all has been said, we find it 
extremely difficult to express our approval 
to the proposed measure. We recognize 
fully the conditions and consider it a sign 
of a healthy reaction when the officers of 
the great companies begin to show that 
they disapprove a wasteful strife for new 
business; but it has always seemed to us 
that state interference with natural law 
was a mistake. We are not yet prepared 
to abandon that opinion, although willing 
to concede that possibly, under extreme 
circumstances, there might be some justifi- 
cation for a departure from this rule. We 
are not convinced that the time has arrived 
when strong men should appeal to the 
state to save them from that which they 
cannot deny themselves by the exercise of 
self-restraint. 


If there are any grave dangers in the pres- 
ent strife for supremacy between the great 
companies, and we must admit that there 
are, it is perfectly possible for those who 
are engaged in the business to regulate 
this matter between themselves. There 
certainly is no danger in growth and pro- 
gress in itself. The danger lies in the 
great waste occasioned by the effort of one 
company to grow faster than the others. 
In other words, the trouble is not excessive 
growth, but excessive competition. If 
competiton were conducted upon strictly 
economical lines, the growth of the com- 
panies would tend to equalize itself. The 
problem is therefore to check competition 
and not growth. In checking competition 
waste will be eliminated and insurance can 
be furnished to policy holders much more 
cheaply. When the managers of the great 
life insurance companies are satisfied that 
they have gone far enough, and reach a 
point where they begin to suffer seriously 
because of the competition of more eco- 
nomically managed companies, they will 
voluntarily enter into a mutual agreement 
to regulate competition and thus, indi- 


‘rectly, to regulate growth. 


It would be perfectly possible for the 
managers of any one of the great com- 
panies, without the incitement of a legal 
enactment, to so adjust the agency forces 
as to write annually about enough business 
to maintain the present plant. Perhaps 
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they will do this. Perhaps the state of 
mind which has caused them to desire 
state legislation, will lead them to apply 
that self-regulation which will accomplish 
the néeded reform. 


> 


Since the last number of this magazine 
the bill,.introduced by the Massachusetts 
companies in the 
state legislature, 
effecting a change 
in the basis of reserve and in the methods 
employed in determining surrender 
charges, has been discussed before the 
insurance committee, and after careful 
consideration, been reported with some 
modifications. The bill, as _ originally 
introduced, provided for an American three 
per cent reserve on new business written 
after January I, Igol. 
came before the committee for hearing, 
representatives of outside companies, par- 
ticularly of New York, appeared and were 
prepared to oppose the three per cent 
reserve. As a result, however, of a pre- 
vious consultation with the representatives 
of Massachusetts companies, a compromise 
was effected upon the American three and 
a half per cent reserve. This amendment 
was suggested tothe committee and accept- 
ed by it. At the same time it was stipu- 
lated, in making the amendment, that any 
company which desired to do so could 
maintain a reserve on new business upon 
the basis of the American three per cent 
table and that the Massachusetts insurance 
department should be required to value it 
upon that basis. 

It appears that the New York companies 
have for some time contemplated the intro- 
duction of a bill in New York state estab- 
lishing an American three and a half per 
cent reserve on new business written after 
January I, 1go1, and since the Massachu- 
setts bill has been introduced the insur- 
ance superintendent of New York has put 
a bill into that legislature which carries 
outthis plan. Forsome years past there has 
been no fixed standard of reserve in New 
York state. Under the state law the com- 


Massachusetts’ Proposed 
Reserve Law. 


panies have been allowed to make their 
own valuations; but in view of the fact that 
Massachusetts and other states require an 
Actuaries’ four per cent reserve, it has been 
the custom of the New York Department to 
adopt that basisasastandard. The new bill, 


When the measure . 
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therefore, not only lowers the rate of inter- 
est assumption but establishes a fixed min- 
imum standard of reserve. The New York 
bill, like the Massachusetts measure, per- 
mits the companies to hold higher reserve 
ifthey so desire. It also allows them to 
adopt a different basis of reserve for differ- 
ent classes of policies. This bill has the 
approval of the New York life insurance 
companies and will, it is presumed, be 
passed at this session of the legislature. 
> 

Since the hearing before the Insurance 
Committee of the Massachusetts legislature 
upon the new bill, an 
effort has been made 
on the part of outside 
companies to amend the proposed change 
in the method of calculating surrender 
charges. As stated last month, the new 
bill makes a radical departure from exist- 
ing practices and in place of a surrender 
charge of eight per cent of the insurance 
value, it is proposed to allow five per cent 
of the present value of future net 
premiums. While this portion of the bill 
did not affect the interests of outside com- 
panies, it was thought that its adoption at 
this time would tend to stimulate similar 
legislation in other states, which those 
companies were anxious to avoid; or at 
least they did not care to see a law enacted 
which allowed companies such a small 
surrender charge. In view of this fact it is 
understood that the outside companies 
practically decided to oppose this section 
of the new measure; but after consulta- 
tion with the Massachusetts companies, a 
compromise agreement was reached by 
which the new basis of surrender charge 
was to remain as agreed upon by the Mas- 
sachusetts companies, while that section of 
the bill allowing a cash value consisting of 
the entire reserve upon policies which had 
become paid up by their own terms, was 
eliminated. This amendment was accept- 
able to the insurance committee and was 
included by them in the draft of the bill 
reported to the legislature. 


* 
No other changes were made in the bill. 
If this measure becomes a law, cash values 
will not be paid until 
after the third year 
instead of the second, as 
Another important change 


Changes in the 
Surrender Values. 


Distribution of 
Surplus. 


heretofore. 














effected is in the method of distributing 


surplus. The present law calls for the 
distribution of surplus at least once in 
every five years and does not permit the 
companies to accumulate more than ten 
per cent of the reserve as surplus. By the 
terms of the amended bill there is no limi- 
tation as to the amount of surplus that 
may be accumulated and the payment of 
dividends is left to the discretion of the 
directors of the company, the only limita- 
tion being that they shall be declared 
upon the contribution plan. Under this 
amendment the Massachusetts companies 
will be allowed to write deferred dividend 
or accumulation policies, and it is under- 
stood to be the intention of one or two of 
the companies to take. up this form of con- 
tract. Under the contribution plan, in 
case of the death of a policy holder the 
accumtlated dividends will be paid to the 
beneficiaries, but in case of lapse these 
dividends accrue to the safety fund. The 
contribution plan does not admit of the 
tontining of dividends. 

This feature of the bill has been some- 
what criticised as a backward step. The 
amendment was inserted in the bill partly 
for the purpose of permitting Massachu- 
setts companies to engage in competition 
with outside companies upon deferred divi- 
dend policies. It is understood that all 
the Massachusetts companies did not care 
to take up this business, but, as is well 
understood, the new measure is the result 
of a number of compromises which were 
necessary in order to secure a bill which 
would be reasonably satisfactory to all of 
the companies. Those companies which 
have heretofore made a specialty of distrib- 
uting their surplus annually, can con- 
tinue to do so and reap such advantages as 
they consider will accrue therefrom. 

> 

The question of charging deferred divi- 

dends as a liability has again been brought 


a to public attention 
py ae by the insurance 


Connecticut, who, in his annual report 
upon life insurance just issued, calls atten- 
tion to this question and states that in his 
judgment dividends declared and entered 
upon the records of the company as payable 
upon any class of policies, should be 
charged as a liability and that in the future 
the statement blanks issued by the depart- 
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commissioner of’ 
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ment will require that such funds be so 
charged. ‘ 

In taking this position the commissioner 
resumes partially, the practice‘which was 
formerly prevalent in the Connecticut 
department. As stated last month, some 
of the companies for many years reported 
their deferred dividends separately to the 
Massachusetts insurance department, but 
this practice was given up in 1893. It 
seems the Connecticut department con- 
tinued to show these funds separately 
in its annual reports until the year 1897. 
Among the companies making a specialty 
of deferred dividend contracts and report- 
ing to the Connecticut department, was the 
Northwestern Mutual Life of Milwaukee, 
and notwithstanding the discontinuance of 
the practice by Massachusetts and Connec- 
ticut, this company has annually included 
in its report to the departments a separa- 
tion of the deferred dividend funds, 
although this separation has not always 
appeared in the published reports. 

In the Massachusetts life insurance re- 
port for 1898, however, the commissioner 
departed from his usual practice and 
charged the company with liabilities on 
account of “surplus accumulation for ton- 
tine and semi-tontine policies,’’ amounting 
to $19,000,000. This company also began, 
some years ago, to separate its tontine 
surplus from the general surplus and 
beginning with December 31, 1898, included 
its tontine surplus accumulations as a dis- 
tinct liability to policy-holders. The 
report issued by the company to policy- 
holders this year includes this item under 


. liabilities, ‘‘Surplus accumulations held 


to meet tontine and semi-tontine policy 
contracts (approximate) $21,392,000.’’ The 
Northwestern claims to be the pioneer com- 
pany in treating its deferred dividend funds 
as a liability. The company also makes a 
practice of keeping individual accounts 
with the holders of tontine and semi-tontine 
policies,and whenever so desired, a mem- 
orandum of the accumulations thereof is 
furnished to policy-holders. 


* 


In addition to the position taken by the 
insurance department of Connecticut in 


Queries by the California *“*%** ——_ 


deferred divi- 
ens dends, the Cal- 


ifornia department has also asked for 
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information upon this question in sending 
out its annual statements covering 1899. 
This matter was referred to in the last num- 
ber of this magazine. The question asked 
is: ‘‘Does the company issue any policies 
in which the tontine or semi-tontine or 
similar principle isto beapplied in making 
dividends thereon? If so, are the accumu- 
lations for the deferred dividends treated 
as a liability?’’ It is learned that the 
Mutual Life of New York has replied to 
these queries in the negative. The New 
York and Northwestern, however, both 
replied in the affirmative. What position 
other companies have taken is not known. 

The tontine policy contract has long 
since become obsolete. It was quite popu- 
lar at one time, but involved a degree of 
sacrifice on the part of those who did not 
survive the tontine period, which did not 
meet with widespread approval. These 
policies have not been issued for many 
years. The semi-tontine contract was a 
greatly modified one, the forfeitures being 
much less severe, but these also were dis- 
continued some yearsago. Their place has 
been taken more recently by what is known 
as the ‘“‘accumulation’”’ policy. These 
contracts stipulate that no dividend shall 
be alloted or paid until the end of a stated 
period of years and then only if the policy 
isin force. A large amount of business has 
been written by the companies under this 
form of contract. 


¥ 


Interest in the anti-rebate compact has 
been revived by the information that the 
The Anti-Rebate special committee hav- 

ing the formulation of 
Compact. : 

a new agreement in 
charge, has drafted a document which it 
intends to submit for signatures. The pro- 
posed agreement follows the lines of the 
resolution adopted at the December meet- 
ing and pledges the signers to discourage 
and forbid rebating on the part of agents 
in all forms, to discharge agents detected 
in the practice and not to reemploy them 
within one year. This is practically the 
existing agreement, except that no pro- 
vision is made for a referee, each company 
being for itself the judge as to whether its 
agent has been guilty of rebating or not. 

Probably a majority of the companies 
are now of the opinion that an agreement 
of a more binding character could not 


Monthly Journal of Insurance Economics. 


secure the fifteen signatures required. On 
the other hand not a few of the companies 
are strenuously opposed to any compact of 
a perfunctory nature. If anything is done 
they believe it should be of a positive 
character, and represent an advance rather 
than a retreat from the existing compact. 
Some of them are anxious to have action 
taken upon the commission question in 
line with the suggestions adopted by the 
National Association of Life Underwriters. 
It seems rather improbable that at this 
time any reasonable number of companies 
would be willing to agree upon fixed rates 
of commissions, but it is felt that they 
might with consistency take joint action 
with the national association in favor of 
the suggested change in methods of com- 
pensation. The adoption of the following 
resolution has been suggested : 

‘““Whereas, Rebating in life insurance 
has increased with the practice of paying 
large brokerage commissions upon first 
year’s business, and 

‘Whereas, The National Association of 
Life Underwriters, at its convention at 
Buffalo in July, 1899, voted that the com- 
panies be requested to reduce first year’s 
commissions and increase renewals, and 

‘““Whereas, It was then declared that 
concerted action on the part of the com- 
panies was necessary to the proposed 
reform, be it 

“Resolved, That we the undersigned 
companies do express our belief that the 
best interests of the business demand a 
reduction in first year’s commissions and 
an increase in renewals, and hereby pledge 
ourselves to do all in our power to accom- 
plish such a reform.”’ 


- 


A bill has been prepared and introduced 
in the New York Legislature, under which 
the Mutual 
Reserve Fund 
Life Associa- 
tion expects to reincorporate as a legal 
reserve company. Under existing laws 
this association cannot reincorporate except 
by becoming a’ stock corporation with a 
capital of at least $100,000. By the terms 
of the proposed law the association can 
reorganize as a mutual company, and will 
receive certain privileges in the valuation 
of its policies somewhat similar to those 
extended to assessment organizations by 


Proposed Reincorporation 
of the Mutual Reserve. 
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the Dewey law of Massachusetts. It pro- 
vides that contracts issued under the assess- 
ment law shall be ‘‘ valued as one-year 
term insurance at the ages attained, except- 
ing when such contracts, policies or certifi- 
cates shall provide for a limited number of 
specified premiums, or for specified surren- 
der values.’’ It is expected that the rein- 
corporation of the Mutual Reserve under the 
proposed bill will obviate the difficulties 
met with by the association in operating in 
Massachusetts under a law forbidding the 
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insertion of the safety clause, while its 
charter calls for such a clause in all con- 
tracts issued. 

During the past month ex-Gov. Black of 
New York, on behalf of seven policy-hold- 
ers, has taken legal proceedings against 
the president of the Mutual Reserve to 
secure his removal. The allegations are 
‘‘dishonesty and incompetency,’’ and mis- . 
appropriation of funds. Ex-employees of 
the association are alleged to be mainly 
responsible for these proceedings. 


FIRE INSURANCE 


Since the last number of this magazine, 
considerable progress has been made by 
the committee of 
Twenty-Seven. A 
clearer understand- 
ing of the situation, and a better knowledge 
of the problems to be met, has been gained. 
Whether or not these conferences result in 
any immediate practical benefit, they have 
at least brought together some of the best 
minds in the business and led to a careful 
and earnest consideration of the great 
questions which to-day confront fire insur- 
ance. More thought is being given to the 
economic aspects of the situation, and 
to permanent welfare rather than imme- 
diate self-interest. The members of this 
committee are fortunate in the opportunity 
thrust upon them for exchanging opinion, 
gaining a wider outlook and a broader con- 
‘ception of the needs of the business. The 
influence of the work performed by the 
committee will be far-reaching in its effects, 
even if it cannot at this time suggest a plan 
of action which will be acceptable to the 
companies. 

The general committee has held its 
second meeting, and a third will be held 
March 20, a day preceding the semi-annual 
meeting of the Western Union, and some 
three weeks prior to the annual meeting of 
the Southeastern Tariff Association. It is 
thought that some important developments 
may occur as the result of the several con- 
ventions. 

The greatest interest at present centres 
in the work of the sub-committee on rates 
and commissions. Mr. William B. Clark 
was originally made chairman of this com- 
mittee, but upon his resignation from the 
general committee, Mr. Edward F. Beddall 


The Committee of 
Twenty-Seven. 


was given this important position. His 
associates are Messrs. Driggs of the Wil- 
liamsburg City, Kremer of the German 
American, Kenny of the British America, 
Rasor of the Madgeburg, Fuller of the 
Boston, and Lock of the Atlas. The prob- 
lem of rates and commissions in large 
cities was originally referred to a special 
sub-committee, of which Mr. Henry H. 
Hall was chairman, but the work of this 
committee was found to follow so closely 
that of the committee on rates and commis- 
ions, that a consolidation was effected, 
reinforcing the strength of the latter by 
the addition of Mr. Hall, Messrs. Henry W. 
Eaton, E. C. Irvin, George T. Cram, Chas. 
Janvier and W. L. Jones. The balance of 
the work of the committee of twenty-seven 
is divided between the sub-committee on 
legislation— which has under considera- 
tion State laws, particularly those prohibit- 
ing joint rate-making—and that upon 
associations. 


* 


There appears to be a steadily increasing 
sentiment among the companies, both 
fa union and non-union, 
Oceana in favor of a settlement 
of the commission 
problem, and strenuous efforts are being 
made to reach some agreement which will 
be mutually satisfactory. The stronger 


union companies are opposed to any ad- 


vance in rates outside of large cities until 
some practical steps are taken toward a 
uniform commission. The continued heavy 
losses have tended to make the attitude of 
the non-union companies more favorable 
to such a proposition. It is considered as 
not unlikely that a commission agreement 
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can be devised which will be acceptable to 
the majority of companies. 

There is undoubtedly quite a strong opin- 
ion among the companies in favor of a 
change in the basis of compensation to 
agents. This is due to the belief that 
present methods have proved themselves 
to be more or less inadequate and unsatis- 
factory to the agent, and also because they 
have failed to secure the co-operation of a 
very substantial number of leading compa- 
nies, particularly in the territory controlled 
by the Eastern and Western Unions. This 
feeling is so prevalent that the question is 
frequently asked, ‘‘Is the day of the fifteen 
per cent passing? Will the flat commis- 
sion be superseded by something better 
adapted to actual conditions?’”’ 

Several substitute plans have been sug- 
gested, chief among which are the profit 
sharing commission and the graded com- 
mission. The merits of the former have 
been extensively discussed during the past 
year, and there undoubtedly exists a sub- 
stantial sentiment among underwriters in 
favor of the contingent compensation, 
although they recognize that it is not with- 
out its drawbacks as a basis for uniform 
agreement. The graded commission has 
recently attracted considerable attention, 
and some pertinent arguments upon eco- 
nomic grounds have been advanced in favor 
of the payment of ten, fifteen and twenty 
per cent, according to the class of hazard 
written. This plan would probably be 
favored by those agents writing most 
largely the classes carrying the proposed 
higher commission, and opposed by those 
whose business is confined mainly to the 
low commission classes. The companies 
object to the plan on account of the neces- 
sary complications in keeping agency ac- 
counts. 

Two other suggestions regarding the 
settlement of the commission problem 
have been advanced. One isto agree upon 
a uniform commission rate in congested 
sections where the demand for insurance 
about equals the supply, leaving commis- 
sions open in outside territory. Another 
is to allow companies which are willing 
to limit the lines written on a single risk 
to a stipulated maximum, to pay a differ- 
ential rate of commission. Under this 
plan a company agreeing to write not more 
than $15,000 on any one hazard, could pay 
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20 per cent commission, the company 
writing unlimited lines depending upon 
this feature to overcome the advantage 
enjoyed by the excess commission com- 
pany. 

All of this discussion does not necessarily 
portend a change in methods of compen- 
sation, as some of the influential companies 
are still of the opinion that the fifteen per 
cent flat commission is the only practical 
method of handling the question of agency 
compensation. 


* 


Current events in fire insurance have 
awakened a feeling upon the part of prom- 


Shall Preferred Classes Bt companies 


a that the time is 
Be Eliminated. : 
ripe for some 


practical action toward the equalization of 
rates. The great disturbing question in 
fire insurance today is commissions. This 
disturbance grows out of the fact that the 
rates maintained on certain classes of haz- 
ards render them ultra profitable, while 
other classes of risks are very much under- 
rated. All other things being equal, the 
uniform, low commission company will 
obtain the low-rated business, while the 
open, high commission company will 
secure the profitable business. Although it 
is true that there is not complete agree- 
ment between the companies as to what 
constitute preferred classes — because the 
experience of individual companies is so 


‘ varied—yet it is generally understood that 


private dwellings with attached stables, 
public buildings, schools, churches, and 
certain classes of mercantile buildings, 
constitute preferred risks which all com- 
panies desire to secure. It is admitted by 
all intelligent underwriters who are will- 
ing to express an honest opinion (whether 


-they are connected with Union or non- 


Union companies), that the commission 
problem centers around this preferred bus- 
iness, and that so long as these classes 
exist there will be trouble, not only from 
outside companies, but from companies 
within the commission associations which 
do not observe their obligations. 

The situation created by the existence of 
preferred classes has been discussed for 
years, but not until recently has its impor- 
tant influence upon the business been thor- 
oughly comprehended. This was one of 
the foremost problems which confronted 





Review of the Month. 15! 


the committee of twenty-seven, and it has 
been the subject of earnest consideration 
on the part of members of the sub-com- 
mittee on rates and commissions, some of 
whom feel that an opportunity for taking 
steps toward eliminating preferred classes 
now presents itself. 

It is recognized, nevertheless, that the 
problem is by no means a simple one. 
The task of securing effective equalization 
is enormous. The so-called preferred 
classes cannot well be reduced unless non- 
paying hazards are at the same time 
increased. The vital question is what 
classes out of that great mass of risks 
designated as non-preferred are non-pay- 
ing? How shall the underwriter segregate 
them for the purpose of applying the 
increase ? 


> 


An attempt to meet this difficulty has 
again centered attention upon that irrepres- 


Joint Classification ‘“1€ problem — joint 


Bein Considered classification. M ost 
8 * underwriters theoreti- 


cally accept classification as a fundamental 
principal in fire insurance, but combined 
classification between the companies has 
never yet received practical demonstration. 
One of the main obstacles in the way of 
this demonstration has been the indispo- 
sition of the companies to pool their indi- 
vidual experiences for the benefit of all. 
The claim made is that the company’s 
classification gives it a legitimate advan- 
tage over its competitors, which, like a 
patent right, should not be sacrificed. 

There are indications, however, that this 
feeling is breaking down in the face of the 
tendency towards state control, and the 
disposition shown by some leading under- 
writers to urge this extreme measure. In 
view of the possibilities many companies 
are now considering the expediency of 
sacrificing their individual rights, and 
engaging in some form of joint classifica- 
tion. This disposition is strengthened by 
the report that some of the western insur- 
ance departments may require companies, 
in making their annual reports, to classify 
risks by premiums and losses for the pur- 
pose of revealing the actual experience 
upon different classes of hazards. 

Some of the most thoughtful underwri- 
ters oppose joint classification upon broad 
grounds, claiming that it would be of little 


or no use in making rates. Elsewhere in 
this issue Mr. E. G. Richards discusses the 
question from this point of view, although 
his protest is against compulsory classifica- 
tion by the state, rather than combined 
classification between the companies. His 
argument, however, is applicable to com- 
bined classification in any form. He con- 
tends that a classification furnishes no 
data upon which rates can be made; that 
it merely shows the average cost of insur- 
ing risks in selected classes, but gives 
no clue as to the actual charge necessary 
for individual risks, which, though 
embraced ina general classification, may 
be in point of construction, occupation, 
surroundings and protection, absolutely 
dissimilar. Mr. Richards boldly asserts 
that ‘‘the books of no company or aggre- 
gation of companies in the land now show, 
or can be made to show, by any system of 
classification which may be devised, the 
cost of insuring any individual risk, not 
even a standard risk, nor the cost of 
insuring any deficiency from such a stand- 
ard.”’ 

This challenge certainly puts the advo- 
cates of classification, as a scientific method 
of rating, upon the defensive. Mr. 
Richards is one of the most successful 
underwriters in the country, who in the 
conduct of his own business has supple- 
mented his intuitive judgment by elabo- 
rate and carefully prepared classifications. 
He speaks, therefore, as with one having 
authority. His statement concerning this 
important problem will command wide- 
spread attention. 

The attention of the committee of twenty- 
seven has been directed toward classifica- 
tion, apparently in the hope that in this 
way some rational and effective steps may 
be taken toward equalizing rates. A clas- 
sification showing the experience of all com- 
panies upon different classes of hazards, 
would, it is contended, reveal the non- 
paying hazards and enable a readjustment 
of rates to be made thereon. 


¥ 


‘During the past month the Southeastern 
Tariff Association has claimed more atten- 
Situation in the paar ae eee 
Sovth. Union. The difficulty 

here, as in the West, 
centers in the commission problem. Ata 
special meeting of the Southeastern Tariff 
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Association last October a fifteen per cent 
commission plank was unanimously 
endorsed, and it was voted to require both 
agents and companies to sign a pledge; 
the companies agreeing not to remain in 
any agency with a company paying more 
than fifteen per cent, and the agent on the 
other hand agreeing not to represent any 
company paying such, excess commissions. 
It was further provided that members vio- 
lating this rule should be fined $1000 for 
first offense, and for the second offense be 
discharged from the Association. It was 
voted that any company which did not sign 
the pledge by December 1, should be 
declared by the executive committee no 
longer a member of the Association. 

On December I, two prominent com- 
panies had declined to sign the company 
pledge, one because it contained the separa- 
tion feature and the other because the 
executive committee was unable to assure 
it that all other companies had signed. The 
executive committee was thus confronted 
by the mandatory vote of the association 
regarding non-signers. At the same time 
it was meeting with some difficulty in pro- 
curing the signatures of agents, particu- 
larly in Louisiana and Virginia. In the 
latter state the agents succeeded in secur- 
ing the passage of a bill prohibitiag the 
companies from exacting commission 
pledges from their agents. After a con- 
ference with northern officials, the execu- 
tive committee decided that it did not care 
to assume the responsibility of taking action 
against the companies which had not 
signed, without referring the matter to the 
association. The annual meeting, which 
is usually held in May, was therefore set 
for a month earlier and is to be held at 
Washington April 11. 

At this time the whole question of com- 
missions, both as regards companies and 
agents, will come up for discussion. There 
seems to be a feeling that the situation is 
quite serious and that the attempt to enforce 
the flat fifteen per cent commission, 
together with company and agency 
pledges, has been a failure. It is stated 
that there are some thirty outside com- 
panies in the territory of the Southeastern 
Tariff Association and that these com- 
panies, together with some in tke associa- 
tion which are not adhering to the com- 
mission rule, have made the situation a 


isfaction. 


Insurance Economics. 


complicated one. Many suggestions for 
the solution of the question have been 
advanced, and it is even proposed that 
the Southeastern Tariff Association follow 
the example of the Western Union in 
adopting graded commissions and separ- 
ation. Those who advocate this measure 
seem to think that it has been reasonably 
successful in the West and should be tried 
in the South. The proposition, however, 
is strongly opposed by Northern under- 
writers. 


One proposition advanced is that rates 
and commissions on farm property be 
thrown open to competition. This, it is 
deemed, would not only enable the com- 
panies to write the best class of farm risks at 
rates which are lower than the minimum, 
and do so with a profit, but that open 
rates would tend to mollify the farming 
element, which has been so instrumental 
in securing the enactment of restrictive 
legislation. 


* 


Interest in the Western Union, and its 
graded commission separation program, 
The Weare centers in its se m i- 
| Meeting. annual meeting in Phil- 

adelphia, March 2tst. 
A notable fact which has been the subject 
of comment in the insurance press, is that 
contrary to past experience there has been 
very little said concerning the dissolution 
of the Union prior to the meeting. What 
this signifies cannot be foretold. 

The general impression is that the graded 
commission-separation rule has resulted in 
substantial progress for the Western Union, 
and that this plan of meeting non-union 
competition is working with reasonable sat- 
It is well-known that the project 
has not been very warmly received in the 
East, on account of the necessary increase 
in expense, but it has been understood all 
along that eastern company Officials, as a 
whole, were prepared to back the West in 
carrying this program out to a finish. 
There is no indication that this sentiment 
has changed, although some western man- 
agers fear that an attempt may be made at 
Philadelphia to rescind the graded com- 
mission-separation rule. 

Possibly this fear arises from the fact that 
eastern underwriters are opposing graded 
commissions and separation in the South- 
eastern Tariff Association. There has been 
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also some talk of re-organizing the methods 
of co-operation between the companies on 
the question of rates, for the purpose of 
securing more widespread co-operation on 
commissions by the nori-union companies. 
It has been known for some time that cer- 
tain negotiations were in progress looking 
to the adjustment of differences between 
union and non-union companies, and it is 
not improbable that should these nego- 
tiations ever come to any practical conclu- 
sions, they will involve the sacrifice of 
some of the centralized authority now 
enjoyed by the Chicago managers who are 
members of the Western Union. 

Reports received from the West indicate 
that such a settlement of pending differ- 
ences would be acceptable to the Chicago 
contingent. The Western Underwriter sug- 
gests “that an amicable understanding 
might be arrived at, and ugly complications 
forestalled by the union and non-union 
companies getting together on a new basis 
of a pliable national organization, to oper- 
ate in conjunction with State inspection 
bureaus.’’ It is further suggested that if 
this is done it would be necessary to adopt 
graded commissions. 

The separation fight in the Western 
Union territory seems to have centered 
recently in the State of Ohio. The contest 
has become so fierce that the non-union 
companies have secured the introduction of 
a bill in the Ohio legislature prohibiting the 
companies from agreeing upon commis- 
sions. The contest in this State will be 
watched with particular interest, because 
the non-union companies have a strong 
field organization with which to defend 
their business. 


¥ 


One of the most striking developments of 
the past month has been the enactment in 
Virginia — through 
the instrumentality 
of certain local 
agents, backed by non-asso¢iation com- 
panies—of a law prohibiting the com- 
panies from exacting commission pledges 
from localagents. The law was originally 
designed to prohibit agreement upon com- 
missions altogether, but this portion was 
eliminated, it is claimed, after conference 
with representatives of the companies. 
The Southeastern Tariff Association itself 
was not a party to the compromise, which 


Agreement on Com- 
missions Prohibited. 
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has been severely criticised. The enact- 
ment of this law, provided it is enforced, 
will probably break the backbone of the 
commission pledge in Virginia. It is stated 
that other southern states are preparing to 
take similar action. 


In Ohio a bill has been introduced by the 
representatives of non-union companies 
forbidding commission agreements. The 
problem of state interference with the busi- 
ness of the companies is thus additionally 
complicated. This legislation against com- 
missions has not the endorsement of either 
the National or State associations of local 
fire insurance agents. It is prompted by 
the representatives of companies which are 
fighting the commission associations, and 
which are making use of their agents for 
the purpose of protecting their interests. 

The question of seeking state interference 
upon commissions is one of the most seri- 
ous confronting localagents. It is certainly 
against the interests of those who are asso- 
ciated for the purpose of improving the 
business to encourage this class of interfer- 
ence. 


¥ 


The efforts of the companies in southern 
states to modify existing restrictive laws 


No Modifications of 2#¥e 20t beem suc- 


. cessful. Attempts 
Anti-Compact Laws, oe ade to 


secure this modification in Mississippi and 
Virginia. Inthe latter state the companies 
had every reason to believe that, with the 
assistance of the local agents and the change 
in the sentiment of property owners, the 
anti-compact law might be modified in 
important particulars; but owing to the 
complication arising from the attempted 
enforcement of the fifteen per cent commis- 
sion pledge, the companies and the agents 
did not work together in the matter and 
nothing, apparently, was accomplished. 
On the contrary, as stated elsewhere, 
restrictive legislation was extended to the 
question of commissions. 

In Mississippi, also, an effort was made 
to modify the anti-compact law, and at one 
time the prospects appeared very favorable ; 
but the insurance committee finally decided 
to report against the modified bill. The 
situation in Mississippi, however, is not 
wholly hopeless, since the Legislature has 
provided for a special commission to 
inqure into the entire question of insurance 
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laws during the coming year, and to confer 
with the companies in regard to the matter. 
Mississippi has repealed the law imposing 
a special license tax of $1500 on companies 
which are members of rating associations 
and a two per cent tax on the net premiums 
of non-tariff companies, and enacted a sub- 
stitute law imposing a tax of $1000 on all 
companies without discrimination. 


* 


As stated last month, the executive com- 
mittee of the National Association of Local 


The Multiple Fire Insurance Agents 


has for some time been 
Agency Problem. ie 
considering the ques- 


tion of multiple agencies, especially as to 
the best method of approaching the com- 
panies. It was hoped that a conference 
might be arranged between the executive 
committee of the National Association and 
some organized body of insurance mana- 
gers, for the purpose of discussing mul- 
tiple agencies and arriving at the best 
method of adjusting the question; but 
after due consideration it was decided that, 
at the present time, the only feasible 
method was to adopt very much the same 
plan which was pursued in securing the 
assent of the companies to the overhead 
writing program, namely; by addressing 
each individual company and asking it to 
advise the National Association as to its 
position. In accordance with this decision, 
a circular, dated March 1, was sent to insur- 
ance companies from the secretary’s office 
in Chicago, signed by President Woodworth 
and Secretary Holmes and approved by the 
executive committee. This circular catled 
attention to the resolution adopted at the 
last meeting of the National Association, 
in which it was suggested that: the com- 
panies take joint action, limiting them- 
selves to one representative in all terri- 
tories containing a population of 100,000 or 
less. This resolution instructed the exec- 
utive committee to present this request to 
the companies, and empowered it to 
accept any modification which might be 
agreed upon after a conference with the 
companies. 

The companies addressed are asked to 
advise the association concerning their 
attitude on multiple agencies. It is not. 
known what the national association pro- 
poses to do when it receives these replies ; 
whether it will publish the names of the 
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companies which are opposed to multiple 
agencies as it did in the case of overhead 
writing, or, after it has received the replies, 
with such suggestions as the companies 
may make, will then seek to devise a work- 
ing plan which can be recommended to 
both companies and agents. The prob- 
ability is that the officers of the national 
association desire, before taking any 
definite steps, to ascertain the sentiment of 
the companies. This seemingly is the pur- 
pose of the present circular. The matter is 
now fairly brought to the front for consid- 
eration and discussion and undoubtedly 
substantial progress will be made towards 
its solution before the next annual meeting 
of the national association. 
5 

Over one hundred local agents attended 
a meeting in Boston March 10, called for 
the purpose of organiz- 
ing a state association 
for Massachusetts. 
The attendance indicated a widespread 
interest in the movement, which has 
been agitated for some months past. 
A permanent organization was effected ; 
the constitution and by-laws recom- 
mended by the national association 
adopted with slight changes, and a strong 
board of officials elected. The new organi- 
zation is composed mainly af agents in the 
smaller cities and towns of Massachusetts, 
the Boston agents not being, at present, 
interested inthe movement. Thesuburban 
agents located in and about Boston are, 
however, in favor of the association. The 
movement has attracted the attention of 
the best men in the state, and starts under 
the most favorable auspices. 

The organization of an association in 
Massachusetts is one of the most signifi- 
cant signs of progress in the agency move- 
ment. Massachusetts in fire insurance 
matters, as well as in everything else. is 
probably the most conservative and cautious 
State in the Union. Unlike many of 
the States the early suggestion in regard to 
organization for mutual protection did not 
receive very spontaneous endorsement, but 
as the movement has progressed through- 
out the country and has shown a disposi- 
tion to proceed with conservatism, the 
interest of Massachusetts agents has gradu- 
ally been awakened. Now that organization 
has been effected, some very substantial 
work can be expected inthis State. This 
makes thirty-seven States in the Union 
which now have agency organizations. 
Several more are in process of organiza- 
tion. Probably betweeen forty and forty- 
five States will be organized before the 
next annual convention. 


Massachusetts’ 
Agents Ogranized. 





THE CONNECTICUT DEPARTMENT UPON 


Through the activity and enterprise of 
Insurance Commissioner Edwin L. Scofield 
and Actuary Charles A. Hawley of the Con- 
necticut department, the life insurance 
report of that state has been issued with 
great promptness. It contains this year 
an unusual number of valuable statis- 


tics relating to this important branch of | 


insurance. The numerous subdivisions of 
the accounts of the companies render an 
extended analysis of progress possible and 
afford the student of life insurance much 
valuable data upon which economic 
inquiries may be pursued. In the text of 
the report, from which we quote liberally, 
several important current problems are 
discussed : 


DECLINE OF ASSESSMENTISM. 


‘*The business of life insurance forthe year 
1899, as appears by the statements show- 
ing the business and condition of legal 
reserve companies reporting to this depart- 
ment, evidences a degree of prosperity 
gratifying alike to the insurer and the 
insured. The advance made by companies 
operating under this system and the decline 
in the business of companies conducted 
upon the assessment plan, disclose an 
appreciation by the public of the fact that 
safe and reliable insurance, that possessing 
features whose merits have been tested by 
experience, can be had only in companies 
required to maintain for the protection of 
policy-holders an adequate reserve. 

“For more than a quarter of a century the 
subject of furnishing safe insurance upon a 
plan not fully recognizing the laws of 
mortality, and the interest factor, as they 
apply to and are involved in level premium 
rates, has engaged the thought and atten- 
tion of actuaries, and various methods and 
plans have been devised whereby it was 
claimed that insurance, permanent in char- 
acter, could be furnished upon 4 basis other 
than that which scientific and mathematical 
calculations have determined, and expe- 
rience has shown, to be the only basic 
element of safety ; but failure has attended 
‘all of these efforts, and the object sought 
to be realized has not been, and, in the 
nature of things, cannot be attained. 

‘‘Assessment insurance has not been alto- 
gether devoid of a useful purpose. It has 
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brought home, through its lowness of rates, 
to a class of people who otherwise probably 
would not have been reached, the needs and 
necessities of insurance; has impressed 
upon this class an appreciation of the 
duties which they owe to their families, 
and through its instrumentalities has dis- 
tributed many millions of dollars to benefi- 
ciaries. Many complaints have reached 
the department, now that assessment com- 
panies are failing to obtain the requisite 
amount of new business necessary to main- 
tain an even mortality rate, that the number 
and amount of assessments are increasing. 
To such complainants it may be said that 
they should bear in mind they have not 
been called upon to pay assessments with- 
out an adequate return, because during the 
life of their policy they have had protection 
at less than its normal annual cost. I do 
not wish to be understood as including 
within this species of insurance, assessment- 
ism as the same obtains in secret and 
fraternal societies, where the element of 
insurance is an incident merely to the 
object and purposes of these organizations. 


AN OPPORTUNITY FOR REFORM. 


‘Now that the field of insurance has been 
in a measure cleared of methods and 
systems antagonistic to the underlying 
principle of true life insurance, and the 
public has been brought to the realization 
of the kind and class of insurance best 
suited to accomplish the needs and require- 
metits of reliable indemnity, it behooves 
legal reserve companies to conduct their 
affairs economically, and with such a spirit 
of liberality and fairness toward policy- 
holders as to merit public confidence. 
Expenses should at all times be kept within 
such bounds as are consistent with the 
actual necessities of the business. Invest- 
ments, whether mortgage loans or other 
securities, should be carefully and cau- 
tiously made,the consideration of safety 
being ever paramount tothe rate of interest 
received. Real estate acquired by foreclo- 
sure, the returns from which do not afford 
an income approximating the prevailing 
rate of interest, is an unprofitable asset, 
and should be as speedily converted into 
interest-bearing securities as the exigencies 
of the times will permit. 
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BUSINESS NOT PAID FOR. 


‘“The constantly increasing amount of 
insurance reported as written at the close 
of the year, for which credit is taken as an 
asset under uncollected premiums not more 
than three months due, a considerable 
percentage of which is subsequently 
returned as not-taken business, gives rise 
to the inquiry whether companies should 
not be required to report only such business 
as exists by virtue of a consummated con- 
tract; that isto say, one which has become 
operative against the company through 
payment of the first premium. 


DEFERRED DIVIDEND LIABILITY. 

‘“‘Many companies exhibit a large surplus 
showing, and the same is often looked upon 
by the public as evidence of an amount 
possessed by the company over and above 
all actual and declared liabilities. This is 
not always found to be the case. In exam- 
ining companies’ statements regard should 
be had as to whether they have charged 
themselves with all declared dividend 
liabilities, and with all other declared 
accumulated special funds, without refer- 
ence to the time of payment of the same, 
in addition to the legal reserve and actual 
current liabilities. In the judgment of the 
department when a company has, through 
its proper officers, declared and entered 
upon its records, dividends as payable upon 
any class of policies, or has in like manner 
set apart any other accumulated funds for 
specific purposes, it should appear charged 
as a liability in its statement; and the 
future statement blanks furnished by this 
department will provide for the charge of 
such liabilities. 


THE GAIN AND LOSS EXHIBIT. 

‘‘ From an examination of the statements 
of several companies reporting to this 
department in 1898, and of the tabulation 
made therefrom, it is found that in some 
cases the accumulated special funds set 
aside for specific purposes were entered as 
a liability in the body of the statement, but 
appeared in the gain and loss exhibit asa 
part of the company’s divisible surplus; 
and in other cases these accumulated 
special funds were treated as a full liability, 
and did not enter into the surplus as shown 
in the gain and loss exhibit. In view of 
this, no table of comparison regarding the 
surplus taken from the gain and loss exhibit 


Monthly Journal of Insurance Economics. 


can at this time be of any value or afford 
any useful purpose. While the company 
can voluntarily withdraw from funds 
applicable to surplus such part or portion 
of same as it may deem proper, and charge 
or note it in its statement as an additional 
assumed liability, the department must 
insist that when funds are so withdrawn, 
charged or noted in the body of the state- 
ment blank, and the divisible surplus in 
the statement is thereby determined, then 
the gain and loss exhibit returned with such 
statement shall, as to the surplus at the 
beginning of the year, correspond with the 
divisible surplus as shown in the body of 
the statement of the previous year, or, if 
the company withdraw such special funds 
during the year, the amount so withdrawn 
must appear on the debit side of the gain 
and loss exhibit, so that the surplus at the 
end of the year. will correspond with the 
surplus as designated in the body of the 
statement. The failure of companies to 
accord like treatment to the surplus in the 
statement and in the gain and loss exhibit 
has made it necessary, in order to afford a 
basis for future comparisons as to surplus, 
to insert an additional column in Table 16, 
showing the additional funds voluntarily 
set aside by companies. 
RATES OF INTEREST. 

“A change in the basis of legal reserve has 
of late been the subject of considerable 
discussion, and the department has been 
led to investigate the subject with reference 
to a recommendation relating thereto. 
While it is true that the prevailing rates of 
interest are somewhat lower than in years 
past, yet the activities in commercial 
centres and the demand for money conse- 
quent thereupon, indicate that rates are not 
likely in the near future to reach a lower 
level than now exists. In view of this, no 
recommendation of a change in the basis of 
the present reserve is deemed advisable at 
this time. It is, however, regarded as 
politic for companies to fully inform them- 
selves upon this subject, and to make such 
provisions as may appear prudent against 
the time when they may be called upon to 
meet a change.”’ 

COMPARATIVE EXHIBITS. 

The comparative exhibits and percent- 
ages presented in the report, illustrate 
the progress made by American Life Insur- 
ance during 1899. The subjoined compar- 
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isons have been tabulated from these 
exhibits in a form designed to show the 
student of underwriting the comparisons 
between the two years in the departments 
of underwriting and investment. The 
business of the industrial companies is 
included. 


FINANCIAL CONDITION. 
1898 1899 
$1,436,670,250 $1,557,301,761 
1,224,939,349  1,365,399,422 
1,183,684,979  1,287,312,280 
211,730,910 IQT ,902,339 


Increase. 
$120,631,510 
140,460,081 
103,627,300 
~19,828,561 


Assets 
Liabilities .. 
Reserve..... 
Surplus 


The increase in total assets shown is 
nearly nine per cent. The decrease in sur- 
plus is ofly apparent and not real, being 
due to the transfer of funds from surplus to 
liability account, notably in the case of 
the New York Life. 


UNDERWRITING. 

1898 1899 Increase. 

Ins. in force. $6,617,537,624 $7,265,405,732 $648,868,108 
PremiumInc. 248,949,729 276,537,729 27,588,000 
Claims Paid, 93,962,873 105,681,600 11,718,727 
Surrendered 
Policies... 
Dividends to 


26,035,249 22,656,837 3,378,412 
1,169,773 
1,150,631 
6,897,155 
1,244,049 


19,564,405 
4,896,094 
Commissions, 34,918,263 
Mgt. Expe’ses, 35,077,542 


20,734,179 

6,046,725 
41,815,418 
36,321,591 


INVESTMENT. 
1898 
Interest Received: 
Loans $27,974,943 
Sto’ks & B’ds 26,087,469 
6,580,258 
Invested Assets: 
Real Estate $140,675,773 
443,353»170 
Collat. Loans, 84,778,976 
Sto’ks & B’ds 645,662,728 
Policy Loans 13,654,771 
Uninvested Assets : 
$67,745,421 
Interest Due. 15,446,245 
Unp’d Prems, 25,732,134 


Increase. 


1899 


$161,398 
2,632,051 
538,579 


$28,136,341 
28,719,520 
7,118,837 


6,821,036 
11,291,641 
18,640,475 
82,617,290 

834,258 


147,496,809 
454,644,811 
1031419,45! 
728,280,018 

14,489,029 


65,555»167 
16,411,438 
27,089,007 


Percentages. 


UNDERWRITING. 
1898. 


-2,190,254 
965,193 
1,356,87; 


Increase. 


1899. 
Management expenses to 


insurance in force...-.. 10.16 


11.05 389 


Management expenses to 
premiums 
Commissions 
business 
Commissions 


Commissions 
premiums 
Management expenses to 
loading 
Actual to expected mor- 
87.87 
INVESTMENT. 
Invested assets. 
Real estate 9.97 
BIRD: cin ntt0cwdececece 30.86 29.19 
Collateral loans...... 5.90 6.64 
Premium loans...... 9 -93 
Stocks and bonds.... 44. 
Uninvested assets. 
CE ib cescevs o00eets.ee 4.21 
Interest due .07 1.05 
Unpaid premiums... 1.7 1.74 


46.77 


In 1898 it required 79,21 per cent of the 
actual interest earnings to maintain the 
reserve requirements, and in 1899 it took 
79-69 per cent. 


FOREIGN BUSINESS. 


The Connecticut department is the only 
one which makes a specialty of reporting 
the foreign business of American life insur- 
ance companies. The comparisons for 1898 
and 1899 are presented as follows: 





No. AND AMOUNT OF POLICIES IN 
TORCE. 


COMPANIES. Amount. 


1898 | 1899 


1898 


1899 





| 
FES ey 
| 


Equitable ....| 79,864] 82,845|$261,722,707 | $267,047,747 
| 


Germania .... 27,151| 28,052} 36,785,518} 38,407,949 


Mutual 58,158) 66,612} 144,590,410| 162,625,185 


New York....| 68,602) 83,050] 231,376,545, 253,840,670 
| 


Totals ...... 233,775| 260,559) $674,475,180| $721,521,551 








CONTINCENT COMMISSIONS AND SCHEDULE RATINC. 


(F. C. Moore in Bradstreets.) 


The situation as to fire insurance and fire 
losses in the United States, described in 
Bradstreet’s of February 24, is due, in my 
judgment, to the neglect of two important 
principles. The first of these is the pay- 
ment or compensation of agents who repre- 
sent the various insurance companies 
throughout the country issuing policies of 
insurance on a plan which tends to make 
them indifferent as to results. In other 
words, they receive just as much yearly 
compensation if the business of the town is 
done at a loss as if it is done at a profit. 
Those who by careful inspection and super- 
vision can secure correction of faults, 
whether of management, such as untidy- 
ness in the matter of ashes, rubbish, 
handling of combustibles, matches, oils, 
etc., or, on’ the other hand, of construc- 
tion, such as defective flues (which can 
only be detected while buildings are in 
process of erection), are paid, strangely 
enough, a flat commission of 15 per cent 
on the amount of premiums collected by 
them. Only honest agents, willing to do 
their duty without regard to the pecuniary 
result to themselves, may be counted upon 
to act with intelligence and care ; but they 
have no pecuniary incentive to do so, and 
have a right to suppose that the companies 
do not expect that they should. They can- 
not afford to inspect and supervise if they 
are not paid for it. A minority of agents, 
careless and indifferent, perhaps deliber- 
ately seeking an excess amount of insur- 
ance from each property owner in order to 
get an increased amount of commission, 
can effectually nullify the good work of 
the majority almost in the ratio that the 
amount of premium—say $10, for example 
—bears to the amount of the insurance, 
$1,000, which would be the probable 
amount of loss in case of fire. So that one 
agent neglecting his duty, or viciously dis- 
regarding it, can offset the good work of 
hundreds of agents who are faithful to 
their employers, the insurance companies, 
and to their fellow-citizens of the com- 
munity, to whom they owe the duties of 
neighborhood and good-fellowship. 

Fire insurance agents, therefore, through- 
out the country, should be compensated by 


a mixed commission, consisting of a flat 10: 
per cent of the amount of premiums writ- 
ten at the time the policy is issued and 15 
per cent, or about one-seventh of the 
profits, at the end of the year after deduct- 
ing lossesand expenses. This would make 
all agents interested in results; it would 
reward the faithful by giving them a larger 
compensation, and it would induce the 
careless and the dishonest to mend their 
methods in order to secure the maximum 
commission. 

The second principle which needs to be 
observed in the fire insurance business is 
that of intelligent and discriminating sys- 
tems of rating, by which buildings prop- 
erly constructed can be insured for less 
than those improperly constructed, thus 
putting a penalty on bad construction for 
the entire life of the structure —a power- 
ful inducement to the owner to observe 
proper rules and methods. The rating 
should also discriminate as to the care and 
management of property, putting a penalty 
by an extra charge on carelessness in the 
handling of ashes, rubbish, oily waste, 
heating and lighting apparatus and other 
matters which, neglected, cause fires. This 
would have the twofold advantage of doing 
justice to those property owners who have 
constructed safe buildings and who are 
careful in the management of them, by 
giving them lower rates, and would place 
the burden of indifference to construction 
and management where it belongs, on 
those who now in many cases actually 
receive lower rates than their more careful 
and conscientious neighbors. 

Reform in these two directions—first, in 
the compensation of insurance agents, and, 
second, in intelligent, discriminating rating 
of all buildings — would, in my judgment, 
at once reduce the loss ratio of the country 
and save millions of dollars each year. 

It should be borne in mind that the pay- 
ment of a loss by the insurance com- 
panies does not save the loss to the com- 
munity ; it merely distributes the burden 
of it. All property burned is a dead loss 
to the country ; and the citizen, no matter 
where he is located or what may be his 
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calling, has to help pay for a fire, wherever 
it occurs. 

Not less than 20 per cent, or one-fifth of 
all the losses paid out each year, are caused 
by defective flues, which, instead of being 
surrounded by eight inches of good brick- 
work, are usually surrounded by four 
inches, improperly laid in poor mortar. If 
all flues in the country were surrounded 
by eight inches of brickwork, even though 
they were not lined (as they should be) 
with cast-iron or burnt clay pipes, the fire 
loss of the country would be at once 
reduced over $20,000,000 each year. 

Careful analysis of the causes of fires 
shows that nearly 60 per cent of all fires 
are due to carelessness and preventable 
causes. If only one-half of these fires could 
be prevented, the saving to the country at 
large would be nearly $40,000,000 annu- 
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ally. The country would grow richer 
and the insurance companies would grow 
stronger. 

It seems to me ‘these two propositions 
afford a simple solution of a most stupen- 
dous problem. No single company can 
accomplish this, no matter how strong or 
how brave. If it should refuse to meet its 
competitors who are cutting rates. it would 
lose its connection with its customers and 
could never regain it. If its competitors 
could be sure it would-refuse to compete, 
they would be encouraged to continue cut- 
ting until they had transferred all of its 
business to their own books. The only 
thing for an intelligent company to do in 
a rate-war is to force the fighting, on the 
theory of Grant’s tactics, that it is better 
to lose a hundred men in an assault than a 
thousand in a protracted siege. 


AN INSURANCE JOURNALIST ON INSURANCE JOURNALISM. 


(Clarence Axman in /’rinters’ Ink.) 


Trade journalism has reached its limit in 
insurance. There are seventy-five insur- 
ance journals and the number is increasing. 
In the last two years half a dozen have 
been started. Every big town has one, 
while New York has twenty. Even Louis- 
ville, Ky., is the home of two, and there is 
no section of the country from Massachu- 
setts to San Francisco not covered. 


The insurance press is supported by the 
companies. Very few ‘‘lay’’ advertise- 
ments are inserted, although the two Louis- 
ville papers have whiskey ads and all the 
papers devote some space to the railroads 
so that their editors may ride free on their 
semi-annual trips to New York for business. 

Nearly all the papers attempt to cover 
the entire field of life, fire and casualty 
insurance. One paper is devoted to “‘acci- 
dent’’ insurance exclusively, several to 


“life insurance,’”’ none to fire insurance | 


alone. The great mass of the papers pay 
some attention to all three branches, so 
that they may miss no advertisements. A 
few years ago a paper was started in Cincin- 
nati, its object being to cover the news of 
insurance in but a few States. This paper 
established correspondents in all cities of 
the State and contiguous territory and made 


an instant success. The Louisville papers 
make a specialty of Southern news. 

As for the balance of the journals they 
report the news of the entire country 
without respect to locality or where they 
themselves may be situated, one exception 
being made ina Boston paper which reports 
New England news. 


The papers are divided into two classes, 
those making a feature of news and those 
which are merely editorial sheets. Halfa 
dozen periodicals make an honest attempt 
to capture the news, and really do print 
newspapers, but the other seventy editori- 
alize and for items keep the scissors busy. 
On account of the few newsy papers, the 
insurance officials have long since stopped 
reading the insurance papers (with a few 
exceptions), and employ office boys to run 
through them and mark with blue pencil 
the items that are of interest, which, with 
the life companies, consists of every men- 


‘tion of the name of the company. 


In giving out advertisements, companies 
pay no attention to the merit or circulation 
of a newspaper, all business being secured 
on the personality of the editor or business 
manager. The circulation figures are in- 
variably falsely given, all papers claiming 
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a circulation of from 1,000 to 10,000 copies 
per issue. At the same time it is well 
understood in insurance newspaper circles 
that there are not more than half a dozen 
papers which circulate more than 2,500 
copies, about the same number run from 
500 to 1500, while great bulk have less 
than 500. A monthly paper recently sold 
in Chicago was found to have a circulation 
of just sixty-eight copies, nevertheless it 
had its full quota of ads and there was no 
reason for anyone to believe that its circu- 
lation was less than 500. Life insurance 
companies subscribe for nearly every paper 
and advertise indiscriminately. A few fire 
companies subscribe generally, while the 
mass of local agents the country over are 
not readers of the insurance press, and 
read only one paper. 

The companies do not want the papers to 
take a too independent stand in editorials, 
and are satisfied with anything that praises 
underwriting and slaps its enemies. Asa 
result the editors toady to a point of nausea, 
especially on the big life companies. There 
are a few journals which are run with a 
club. They find it easy to blackmail 
life companies, as these organizations, 
no matter how powerful, have weak 
points somewhere and are sensitive to 
criticism. 

Companies are looking upon insurance 
journalism as a heavy burden on the busi- 
ness. They are growing tired with the 
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expense of advertising. They say there 
are too many insurance papers and they 
look with dismay at the coustantly increas- 
ing army of insurance editors. Talk of 
retrenchment is general, and already the 
company managers are beginning to cut 
insurance papers, not only from their adver- 
tising but from their subscription lists. 
One company, the Traders, of Chicago, 
goes so far as to refuse to insert a standing 
ad in any paper. 

The ‘‘scissors’’ insurance editor leads 
the most luxurious and easy life, and with- 
out work to speak of manages to exist on 
an income of $3,000 to $10,000 a year. Many 
of the editors have grown rich without a 
hard day’s work since they established 
their journals. The editors of some of the 
monthly journals have not mixed with 
insurance men for years, to say nothing of 
getting news. The insurance officials hear 
of them annually, or twice a year, through 
business managers who go after ‘‘ads.’””? A 
very small per cent. of them are daily 
newspaper men. A few graduated from 
the ranks of insurance journals and the 
rest began life as ‘‘ life insurance solicitors”’ 
or fire insurance men, or were connected 
with some State insurance department. 
The general impression around the insur- 
ance newspaper Offices is that the profession 
isa ‘‘ graft’’ and all the office boys expect 
to break into it and start papers just assoon 
as they are old enough. 


RECENT PUBLICATIONS. 


‘‘The Charters of American Life Insur- 
ance Companies,’’ revised edition of which 
has just been issued by the Spectator Com- 
pany of New York, contains the original 
charters and all amendments thereto of fifty 
prominent legal reserve life insurance com- 
panies. It also embraces extracts from the 
by-laws of these companies which affect 
their contracts of insurance, together with 
the laws of Massachusetts and New York 
relating to life insurance, under which 
most of the companies are organized. This 
publication is a most valuable one to all 
students of life insurance as well as those 
who are actively engaged in the business 
and desire to be thoroughly posted con- 
cerning the conditions under which the 
different companies operate. The present 
edition brings all these matters down to 
date and makes it a most desirable addition 
to an imsurance library. The volume, 
bound in calf, can be purchased of the Spec- 
tator Company, 95 William Street, New 
York city, for $5.00 per copy. 





‘Rationale of Fire Rates,’’ by A. F. Dean 
of Chicago. This is a volume of 225 pages 
devoted to the discussion of economic prob- 
lems relating to rate making in fire insur- 
ance. It is the most thorough and exhaust- 
ive attempt yet made to discuss this 
profound question. Mr. Dean has already 
gained for himself a wide reputation as a 
writer upon insurance, and his latest pro- 
duction will only tend to enhance his 
fame. The volume is one which can be 
read with profit by every one engaged in 
the business, whether they agree with Mr. 
Dean’s conclusions or not. It is full of 
suggestive thought and pointed comment 
and is written in a style which gives a zest 
and interest to a presentation of facts 
which might otherwise be dull. We shall 
take pleasure in reviewing Mr. Dean’s book 
more extensively in asubsequent number 
of this magazine. Published by J. M. 
Murphy, 928 New York Life Building, 
Chicago, Ill. Price, $1.00. 








